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Consolidated statements of income compared with prior year are presented below for the three fnomhs
ended September 30, 1990 and 1989 (in millions, except net income per share),

Net revenues $369.4  100.0% $235.2 100.0% 57
Cost of revenues 760 _206 08 216 50
Gross profit 2934 _194 184.4 784 - 59
Operating expenses: :

Research and development 50.8 13.7 39.7 16.9 28
Sales and marketing 106.7 ~ 28.9 67.0 28.5 59
General and adminisrative 129 35 _ 83 _35 55
Total operaling expenses 1704 461 115.0 489 48
Operating income 123.0 333 69.4 29.5 77
Non-operating income 5.5 1.5 5.0 2.1 10
Stock option program expense (1.5) 0.4) L5 {0.6) -
Income before income taxes 127.0 34.4 729 31.0 74
Provision for income taxes 394 102 223 99 69
Net income S_81.6 23.7% S 496 21.1% 77
Average shares outstanding 1233 114.4 8
Net income per share s_07 $ 043 65
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Q91-1 versus Q90-1

Net revenues for Q91-1 increased 57% to $369.4 million from $235.2 million for Q90-1. The yearsover- '
rear growth was lead by Intemational Finished Goods which increased 106% and accounted for 44.7% of

total net revenues. Europe was particularly strong, increasing 132% 10 $123.6
in Q90-1, whereas Non-Europe increased

breakdown of net revenues by channel of distribution and product group (in millions).

million from $53.3 million
549% to $41.4 million from $26.9 million. The following is &

Growth
—_—) SN o+ W Percconse

Channel .
USSMD $128.1 34.7% $ 195 33.8% 61
Intemnational Finished Goods 1650 447 802 341 106
Worldwide Reuil 2931 24 15937 519 84
Domestic OEM 29.7 8.0 35.2 14.9 (16)
international OEM 380 103 352 150 8
Worldwide OEM 617 183 104 239 4
Other 23 S 22 69.
Total $369.4 100.0% $235.2 100.0% 57
Product Group
Applications $177.9 48.2% $106.4 453% 67
Systems 116.4 31.5 752 32.0 55
SPAG 49.2 133 253 10.8 94
Languages 14.7 4.0 13.0 5.5 13
Network 4.8 1.3 1.7 3.2 (38)
Other 54 11 —16 32 (16)
Total $369.4 100.0% §235.2 100.0% 57

From a product perspective, Win 3, Windows-based applications,
compared with Q90-1. Gross revenue from Win Apps totalled
million in Q90-1 and $45.1 million in Q90-4. Revenues from
($12.9 million), and Win Apps
The Company's Jeading products for Q91-1(compared with prior year)

and Mice all increased significantly
$80.3 million compared to only $18.2
Win 3 ($28.7 million), Win 3 Updates
($80.3 million) accounted for approximately 32% of total gross revenues.
are shown in the following table

(units in thousands, revenuc in millions). Updates are not included in the leading products table. 1f they

were, Win 3 Updates would have been the Sth Jeading product.

. - Revenue
091-1 Q901 Units Revenue . Units - Revenue  Growth &

1 1 DOS/GW Basic 3,920.5 S 60.9 3.519.4 § 517 18

2 3 Serial/Bus Mouse 491.0 46.3 263.4 24.2 91

3 4 Win Excel 121.6 335 84.2 17.6 90

4 - Win Word 122.5 29.9 - - -

5 - Win 3 335.8 28.7 - - -

6 2 PC Word 97.6 28.2 135.6 25.5 11

7 7 PC Works 216.8 15.2 193.9 9.3 63

8 5 Mac Word 75.3 13.4 75.9 12.3 9

9 6 Mac Excel 49.7 10.8 58.0 - 108 -
10 8 ProC 46.3 6.6 319 . 5.5 20
11 - Win Project 14.8 6.0 - - -
12 15 Mac Office 10.9 5.0 3.1 1.4 257
13 9 PC Multiplan 36.1 4.4 40.4 4.2 5
14 - Win PowerPoint 15.2 3.9 - - -
15 10 Mac Works 27.0 38 24.9 33 15

$296.6 $165.8

Percent of net revenues 80% 10%

Q90-1: #11 Xenix (52.3 million); #12 PC Charnt

(51.6 million); #13 Pro Fortran ($1.6 million); #
million) .

2

14 QuickBasic (51.6
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Cost of revenues for Q91-1 was 20.6% of net revenues compared with 21.6% for Q90-1. The producfcost

percentage for each channel

following table:
091-1 Qon-1

Gross Weighted Gross Weighted
Channel i Cost%  Cost% i Cost%
USSMD 35.0% 17.9 6.3% 34.5% 21.7 1.5%
Int1 Finished Goods 43.2 18.0 7.8 333 223 7.4
USOEM 10.1 6.9 0.7 14.0 34 0.5
Int1 OEM 9.4 - - 16.3 - -
Other 23 15.2 03 20 14.4 _03
Product cost - gross 100.0% 15.1 100.0% 15.7
Effect of revenue adjusunents x1.045 x1.038
Product cost - net 158 2163
Manufacturing variances - 0.4)
Inventory sdjustments 1.1 1.8
Freight, shipping and other 2.8 2.5
Royalties _09 14
Non-product costs 48 3
Total ;_9_._6.% 21.6%

091-1 090-1

Gross Weighted Gross Weighted
Product Group Sales Mix  Cost % Cost % Sales Mix  Cost% Cost %
Applications 47.5% 12.2 5.8% 453% 16.6 1.5%
Systems 30.2 11.2 34 27.8 7.8 2.2
SPAG 13.1 36.2 4.7 10.7 41.7 4.5
Languages 4.0 18.7 0.7 5.5 21.9 1.2
Other (includes UPB) 32 9.6 03 2107 2.8 03
Product cost - gross 100.0% 15.1% 100.0% 15.1%

|

of distribution and each product group (Q91-1 and Q50-1) is shown in the

Product costs as a percentage of net revenues were 15.8% for Q91-1 compared with 16.3% for Q90-1. The

shift to a greater contribution from world
reductions within several product groups (Applications,
revenues, non-product costs included in cost of revenues were

Q%0-1.

wide retail was more than offset by significant product cost
SPAG and Languages). As a percentage of net
4.8% for Q91-1 compared with 5.3% for

Operating expenses grew 48% from period-to-period (fm}n $115.0 million 1o $170.4 million). Operating
expenses as a percentage of net revenues declined from 48 9% t0 46.1%. The operating expense line items

with the largest increases were (in millions):

011 S0%0-1.

. Payroll $ 615 $ 394 $22.1
Markelting 23.8 11.6 12.2
Marketing accrual 6.4 8.4 2.0
Stlmts, lic, ins & taxes 6.3 2.5 3.8
Employee fringes 9.5 6.0 3.5
Depreciation 9.8 6.3 35
All other 531 408 .

$170.4 $115.0 §55.4

;
I

/]
56
105
(24)
152
58
56
30
48
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Q91-1 versus Q90-1

Non-operating income for Q91-1 was $5.5 million compared with $5.0 million for Q50-1. Non-operating
income (expense) is composed of (in millions):
Investment income $9.1 $6.5 $2.6
Allowance for NPIs (2.9 - (2.9)
Interest expense (0.7) (0.5) (0.2)
Foreign currency transactions 0.9 - 0.9
SCO amortization (0.5) (0.5) -
All other 04 ((0)] 0.1
$5.5 $5.0 $0.5
Stock option program expense is the result of the Company's program regarding incentive stock options

under which employees may receive a cash payment in exchange for taking certain actions that result inatax
benefit 1o the Company. The Company reports the gross benefit under the program as a contribution to
capital, whereas the expense net of dircctly related taxes is charged against income. Accounting rules
require that this expense be recognized ratably over the vesting period of the related options rather than
when paid. A reconciliation of the accrual for stock option program payments is as follows (in millions):

Accrual ss of June 30, 1990 §3.7
Stock option program expense 1.5
Payments made upon exercise

of converied options wd
Accrual as of Scptember 30, 1990 $3.9

The 1ax rate for Q91-1 was 31.0%, down from 32.0% for Q90-1.

Net income for Q91-1 was $87.6 million compared with $49.6 million for Q90-1. Net income as a
percentage of net revenues increased from 21.1% 10 23.7%. This 2.6% nct income margin improvement
resulted from gains in gross profit (1.0%), operating expense (2.8%), and stock oplion program expense

(0.2%), offsct by a decline in non-operating income (0..6%), and an increase in the provision for income
taxes (0.8%).

0164019
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Consolidated statements of income for Microsoft; Lotus, Oracle, and Novell are presented below Gn
millions, except net income per sharc).

. Microsoft Lotus Qracle Novell
Most recen quarter
Net revenues $369.4 100.0% $157.4 100.0% $203.8 100.0% $131.1 100.0%
Cost of revenues 160 206 284 _180 518 284 327 249
Gross profit 2934 _194 129.0 820 1460 8 984 i1
Operating expenses: ’
Rescarch and development 50.8 13.7 31.5 200 20.6 10. 16.3 124
Sales and marketing 106.7 289 71.6 455 150.1 73.7 37.9 289
General and sdministrative 129 _AS 158 938 223 109 14 _51
Total operating expenses 1704 461 1186 7154 1930 _947 616 _410
Operating income 123.0 333 104 6.6 @1.0) (23.0) 368 28.1
Non-operaling income 5.5 1.5 1.5 1.0 as G 4.0 3.0
Stock option program expense 08 0L = - - - -

— — ——

Income before income taxes
Provision for income taxes
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Net income per share 5 0.7 §_0.20 $_(0.21) $_033
0so Lotus Oracle Novell
twelv ths .
Net revenucs $1,317.7 100.0% $648.0 100.0% $999.2 100.0% $468.0 100.0%
Cost of revenues 2119 211 1129 174 189.6 190 1381 283
Gross profit 10398 _789 5351 826 809.6 810 - 3299 _703
Operating expenses:
Research and development 191.7  14.6 111.0 171 89.3 8.9 $5.3 118
Sales and marketing 357.3  27.1 260.9 403 519.9 52.0 1351 289
General and administrative 439 _Aa3 625 _21 262 11 287 _ 61
Total operating expenses 5929 450 4344 611 €859 686 219.1 _468
Operating income 446.9 33.9 100.7 15.5 123.7 124 110.8 23.9
Non-operating income 23.8 1.8 9.1 1.4 (22.7) (2.3) 8.3 1.7
Stock option program expensc (60 (04) = - = = —_—
Income before income taxes 464.7 353 109.8 169 101.0 10.1 119.1 254
Provision for income taxes - 1424 112 255 _39 312 Al 92
. Net income s 3173 24.1 S 843 13.0% § 69.8 7.0% S 760 _162%
Average shares outstanding 121.6 432 135.6 61.7
Nel income per share S__ 261 S_195 S 0351 s 112
: MS 0164020
5 CONFIDENTIAL
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Compared with Competition

Consolidated statements of incom
are presented below (in millions, except net income per

share).

e for Microsofy for each of the four quarters ended September 30, 1990

Trailing
Net revenues $300.4 $310.9 $337.0 $369.4 $1,317.7
Cost of revenues 658 —661 109 169 22
Gross profit 2346 2448 262.0 2934 1.039.8
Operating expenses: :
Research and development 41.3 471 52.5 50.8 191.7
Sales and marketing 76.3 82.1 92.2 106.7 3573
General and adminisrative _100 92 118 129 439
Total operating expenscs 122.6 138.4 1565 1704 5929
Operating income 107.0 106.4 110.5 123.0 ' 4469
Non-operating income 4.0 5.7 8.6 5.5 23.8
Stock option program expense A5 D L5 L5 (60
Income before income 1axes 109.5 110.6 117.6 127.0 464.7
Provision for income taxes _35.0 54 316 _394 14714
Net income S S5 $ 152 s 80.0 S _81.6 s_31713
Average shares outstanding 118.7 121.1 123.5 123.3 121.6
Net income per share S_063 s_062 S_065 $_0.71 S__261
Net revenues 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenues 219 213 208 206 L1 '
Gross profit _I8.1 18.7 792 79.4 789
Operating cxpenses:
Research and development 13.8 15.2 15.6 13.7 14.6
Sales and marketing 25.4 26.4 273 28.9 27.1°
General and edministrative 33 29. 35 35 33
‘Total operating expenses 42.5 44.5 46.4 46.1 45.0
Operating income 35.6 34.2 328 333 339
Non-operating income 1.3 1.9 2.5 1.5 1.8
Stock option program expense (0.5) (0.5) (0.9 {04 {0.4)
Income before income taxes 36.5 35.6 349 344 353
Provision for income taxes 1.2 114 11.2 10.7 11.2
Net income 24.8% 24.2% 23.7% 23.9% 24.1%
MS 0164021
6 CONFIDENTIAL
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Compsred with Competition

Consolidated statements of income for Lotus for each of the four quarters ended September 30, 1990 are’
presented below (in millions, except nct income per share).

Trailing
Dec. 31,1989  Mar. 31,1990 Jun, 30,1990 Sept, 30, 1990
Net revenues $149.9 $165.5 $175.2 $157.4 $648.0
Cost of revenues 244 ~289 212 284 e ivA;
Gross profit 1258 136.6 1440 129.0 3251
Operating expense: .
Research and development 25.4 259 28.2 31.5 111.0
Sales and marketing 58.5 63.1 67.7 71.6 260.9
General and sdministrative 153 160 83 JAss 825
Total operating expenses 99.6 105.0 112 118.6 4344
Operating income 25.9 31.6 32.8 10.4 100.7
Non-operating income 7.7 0.1 (0.2) 1.5 9.1
Stock option program expensc — — — — —_—
Income before income taxes 33. 1.7 32.6 11.9 109.8
Provision far income taxes 42 89 91 33 2335
Net income s_294 s_228 §_235 $_86 $_843
Average shares outstanding 428 433 438 430 432
Net income per share S_069 S_053 S_054 s _020 s 195
Net revenues 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenues 63 113 128 180 14
Gross profit 831 8235 822 820 826
Operating expense:
Research and development 16.9 15.6 16.1 20.0 17.1
Sales and marketing 39.0 38.1 38.6 45.5 403
General and administrative 05 =91 88 _99 91
Total operating expenses 66.4 63.4 £33 154 S11
Operating income 17.3 19.1 18.7 6.6 15.5
Non-operating income 5.1 - (0.1) 1.0 1.4
Stock option program expense —_— — -— —_— -_—
Income before income taxes 22.4 19.1 18.6 7.6 16.9
Provision for income taxes 28 23 2 21 39
Net income 19.6% 13.8% 134% _55% 13.0%
7 MS 0164022
CONFIDENTIAL
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Compared with Competition

-

Consolidated statements of income for Oracle for each of the four quarters ended August 31,1990 ﬁre
presenied below (in millions, except net income per share).

Trailing
_ Nov. 30,1989  Ecb. 28,1990  May 31,1990 Aug. 31, 1990 12 months
Net revenues $224.6 $2364 $334.4 $203.8 $999.2
Cost of revenues _ 357 ~A16 =43 S18 . 1896
Gross profit 1889 1948 229.9 1460 £09.6
Operating expense:
Rescarch and development 21.6 21.7 254 120.6 -89.3 |
Salcs and marketing 108.7 115.8 145.3 150.1 519.9
General and sdministrative 138 _163 246 223 262
Total opersting expenses 143.8 1538 1953 193.0 §859
Operating income 45.1 41.0 84.6 (47.0) 123.7
Non-operating income 3.2) (5.3) (6.7) (1.5) (22.7)
Stock option program expense —_ —_— — —_— pu——
Income before income taxes 419 35.7 779 (54.5) 101.0
Provision for income taxes 134 14 249 (18.9) 312
Net income S_28.5 §$_243 $_53.0 ${36.0) §_69.8
Average shares outstanding 136.7 137.1 137.3 1314 135.6
Net income per share S_021 S_0.18 S_039 $(0.27) §_031
Net revenues C O 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenues 159 16 63 284 190
Gross profit 841 824 1 LS 810
Operating expense:
Research and development 9.6 9.2 7.6 10.1 8.9
Sales and marketing 434 49.0 434 3.7 52.0
General and adminisrative _60 _69 14 109 12
Total operating expenses 64.0 65.1 584 941 68,6
Operating income 20.1 17.3 253 (23.1) 12.4
Non-operating income (1.4) 2.2) (2.0) 3.7 (2.3)
Stock option program expense - =z —_— —_— —_
Income before income taxes 18.7 15.1 233 (26.8) 10.1
Provision for income 1axes- _£0 A8 15 LAY A1
Net income 12.7% 10.3% 15.8% 11.7% _1.0%
MS 0164023
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Compared with Competition

Consolidated statements of income for Novell for each of the four quarters ended July 28, 1990 are
presented below (in millions, except net income per share).

Trailing
Net revenues : $111.0 $105.9 §120.0 $131.1 $468.0
Cost of revenues 366 339 9 321 Rpi NG
Gross profit 44 -9 ~851 984 3299
Operating expense: .
Rescarch and development 12.3 12.6 14.1 16.3 55.
Sales and marketing 322 313 33.9 379 135.1
General and administrative 19 64 A 14 281
Total operating expenses 24 201 250 L6 2191
Operating income 22.0 21.9 30.1 36.8 110.8
Non-operating income 0.7 1.6 2.0 4.0 8.3
Stock option program expense —_— p—— —t — —_—
Income before income taxes 22.7 23.5 32.1 40.8 119.1
Provision for income taxes _84 84 K.Y _147 431
Net income §_143 5154 §_205 $_26.1 $_160
Average shares outstanding 5190 512 514 593 517
Net income per share $_0.2] $ 0.23 §$ 030 §$ 038 $ 1.12
Net revenues 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of revenues 330 220 221 249 295
Gross profit _610 - 680 109 25 103
Operating expense: . Co
R h and development 111 11.9 11.8 12.4 11.8
Sales and marketing 29.0 29.4 28.2 28.9 28.9
General and sdministrative _11 60 38 a1 —61
Total opérating expenses _412 413 458 4190 468
Operating income 19.8 20.7 25.1 28.1 23.7
Non-opcrating income 0.7 1.5 1.7 3.0 1.7

Stock option program expense

|
|
|
|

Income before income taxes
Provision for income taxes
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Compared with Competition

Consolidated statements of financial position for Microsoft,

Lotus, Oracle and Novell are presented

below (in millions).
"Microsoft Lotus Oracle Novell
Current assets:
Cash and shori-term investments  $ 4951 41%  $298.6 43% $ 502 6% $207.0 46%
Accounts reccivable - net 177.6 15 1185 17 3947 51 1190 27
Inventories 58.4 s 22.5 3 - - 13.5 3
Other 397 3 4 3 J64 10 185 _4
Total current assels 7708 64 457.0 66 5213 67 358.1 80
Property, plant and equipment - net 3768 31 140.0 20 2039 26 763 17
Other assets 559 _S 79 14 1 S 1 R |
TOTAL $1.203.5 100%  $694.9 100% $779.1 100% $449.5 _1_2_9%
Current liabilities $ 2131 18% S161.7 3% $244.4 31% $ 808 18% -
Long-term liabilities - - 183.8 27 176.0 23 549 .12
Stockholders' equity 0 _82 3494 7 _46 J0
TOTAL $1,203.5 _l=_9% $694.9 100%  $779.1 _1__&_(_)% $449.5 100%
Selected market statistics for Microsoft, Lotus, Oracle, and Novell are presented below.
Mlicrosoft Lotus Oracle Novell
1990 1989 1990 1989 1990 1989 1990 1989
Closing Stock Price (Sept. 30) $63.00 834.25 $15.50 $28.50 $6.50 $23.63 §24.75 $14.38
Common Shares Outstanding 113.7 110.0 424 41.0 131.6 127.0 703 66.0
(in millions)
Market Value (in millions) - $7,163  §3,768 $657  $1.169 $8s5 §3,001 $1,740 §949
Trailing Twelve Months Revenucs
(in millions) $1,318 5862 $648 $518 $999  $669 5468 5417
Price/Revenues Ratio 5.4x 4.4x 1.0x 2.3x 0.9x  4.5x 3.7x  2.3x
Trailing Twelve Months EPS §2.61 $1.62 $1.95 $1.12 $0.51 S§0.64 $1.12 §0.63
Price/Eamnings Ratio 24.1x 21.1x 79% 25.4x 12.7x  36.9x 22.1x  22.8x
Cash (in millions) $495 $336 $299 $222 $50 542 $§207 §$128-
Cash per Share . $4.35 $3.05 $7.05 §541 $0.38 $0.33 §2.94 S$1.94
Price/Cash Ratio 14.5x 11.2x 2.2x 5.3x 17.1x  71.5x 8.4x  1.4x
Book Value (in millions) $990 $625 §349 $244 $359 §245 $314  §219
Book Value per Share $8.71 §$5.68 $8.23 $5.95 $2.73 5193 $4.47 $§3.32
Price/Book Value Ratio 7.2x 6.0x 1.9x 4.8x 2.4x 1222 5.5x 4.3z
S 0164025
10 CONFIDENTIAL

MS-PCA 1189052 |

MS

CONFIDENTIAL !

’

-PCA1189052



HIGHLY
_ CONF!DENT|AL

Consolidated statements of income compared with plan are presented below for the three months ended
September 30, 1990 (in millions, except net income per share).

Actual Plan Variance
091-1 Q911 Percentegs
Netrevenuves $369.4 100.0% $304.5 100.0% 21
Cost of revenues 160 208 525 205 22
Gross profit 2934 14 242.0 295 21
Operating expense:
Research and development $0.8 13.7 61.1 20.0 (7
Sales and marketing 106.7 28.9 117 -36.8 )
General and administrative 129 33 114 % 3 13
Total operating expenses 1704 461 1842 805 m
Operating income 123.0 333 57.8 19.0 113
Non-operating income 5.5 1.5 6.3 2.1 (13)
-Stock option program expense L5 (0.4 00 . 0D (25)
Income before income taxes 127.0 34.4 62.1 20.4 105
Provision for income taxes _394 107 J92 63 105
. Net Income s 816 23.7% s 429 18.1% 104
Average shares outstanding 1233 124.5 (1)
Net income per share s oM $_034 109
MS 0164026
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Q91.1 versu§ Plan

Net revenues for Q91-1 at $369.4 million were 21% above plan of $304.5 million. Buoyed by sales of
Win 3 and Win Apps, worldwide retail was very strong, whereas conservative reserves brought woridwide
OEM in short of plan by $5.6 million. The OEM shonfall results from a $7.5 million increase in our
reserve for prepaid balances. This reserve totalled $18.0 million at quarter end. OEM was further
adversely affected by a $1.9 million accrual relating 1o a pending amendment of our contract with 3Com.
The following is a breakdown of net revenues by channel of distribution and product group (in millions).

Chapnel

USSMD $128.1 34.7 $101.7 33.4% *26
Intemational Finished Goods 165.0 44 191 391 39
Worldwide Reuil 2931 194 220.8 123 33
Domestic OEM 29.7° 8.0 35.1 11.5 . (15)
Intemaiional OEM 380 103 382 2.6 (1)
Worldwide OEM -£2.1 -183 B3 241 ®)
Other 23 104 34 an
Total $369.4 100.0 $304.5 100.0% +23
Product Group

Applications $177.9 48.2 $146.0 48.0% 22
Systems . 116.4 31.5 101.2 33.2 15
SPAG 49.2 13.3 274 9.0 80
Languages 14.7 4.0 12.0 3.9 23
Network 4.8 1.3 5.0 1.7 (4)
Other €4 17 129 42 (50)
Topsl $369.4 100.0% $304.5 100.0% 21

The Company’s leading products for Q91-1 (compared with plan) were as follows (units in thousands,
revenue in mitlions):

Actual Q91-1 - Revenue

Actual Plan Units Revenue Units Revenue  Yariance%

1 1 DOS/GW Basic 3,920.5 $ 60.9 4,256.4 $59.6

2 4 Scrial/Bus Mouse 491.0 46.3 342.5 26.4 75

3 2 Win Excel 121.6 335 106.9 273 23

4 s Win Word 122.5 29.9 78.1 19.7 52

5 6 Win 3 335.8 28.7 203.2 17.0 69

6 3 PC Word 97.6 . 28.2 105.3 26.5 6

7 7 PC Works 216.8 15.2 3311 13.2 15

8 8 Mac Word 75.3 134 70.6 12.6 6

9 9 Mac Excel 49.7 10.8 57.5 11.9 (10)
10 11 Pro C 46.3 6.6 20.9 5.1 29

11 - Win Project 14.8 6.0 7.0 2.6 131

12 10 Mac Office . 10.9 -5.0 11.9 5.2 4)
13 15 PC Muliiplan . 36.1 4.4 16.5 3.1 42

14 - Win PowerPoint 15.2 3.9 13.8 2.9 34
15 12 Mac Works 21.0 38 31.4 43 (12)

$236.6 ST314
Percent of net revenues 80% 18%
Plan: #13 Win 286 (53.7 million); #14 0872 ($3.5 million)
: MS 0164027
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Q91-1 versus Plan

The five products with the largest Q91-1 revenue shortfalls relative to plan were as follows
thousands, revenue in millions):

(units in

o ActualO01-1 - Revenue
Unis Revenue Unius Revenve Shorifell
Win 386 . 793 S 08 150.1 $ 25 $1.7
osn 41.5 1.8 44.4 3.5 1.7
PM Excel 3.3 1.2 12 23 1.1
Mae Excel 49.7 10.8 578 - 119 11
" PC Flight Simulater 38.0 1.3 68.0 2.3 1.0

Actual cost of revenues for Q91-1 was 20.6% of net revenues compared with 2 plah of 20.5%. The'Q91-1
product cost percentage for each channel of distribution and each product group (actual and plan) is shown

in the following table:
Actual 091-1 Plan 091-1
Gross Weighted Gross Weighted
i Cost % Cost % ix  Cost% Cost %
USSMD 35.0% 17.9 63% 34.6% 17.2 59%
Intl Finished Goods 43.2 18.0 7.8 38.6 175 6.7
US OEM 101 6.9 0.7 11.2 2.9 0.3
Int1 OEM 9.4 - - 12.2 - -
Other 32 15.2 03 _34 17.6 06
Product cost - gross 100.0% 15.1 100.0% 13.5
Effect of revenue adjustments x1.045 xL024
Product cost - net 158 138
Manufacturing variances - 0.9
Inventory adjustments 1.1 1.5
Freight, shipping and other 2.8 3.1
Royatties 09 2
Non-product costs 48 _63
Total 20.6% 32____2%
Actual Q91-1 _Plap 091-1
Gross Weighted Gross Weighted
Product Group Sales Mix  Cost % Cost % Seles Mix Cost%  Cost%
Applications 47.5% 12.2 5.8% 48.3% 11.9 5.9%
Systems 30.2 11.2 34 32.7 9.6 31
SPAG 13.1 36.2 4.7 9.2 37.1 34
Languages 4.0 18.7 0.7 4.0 17.3 0.7
Other (includes UPB) 9.6 05 -1 10.3 X
Product cosi - gross 100.0% 15.1% 100.0% 13.5%

Product costs as a percentage of net revenues were 15.8% comparcd with a plan of 13.8%. Relativeto
plan, both primary sales mix factors (retail vs, OEM and hardware vs. sofiware) pushed the composite
product cost percentage higher. Specifically, worldwide retail revenue was 78.2% of gross revenue
compared with plan of 73.2%, while hardware revenue was 13.1% of gross revenue compared with plan of
9.2%. On an individual product group basis, SPAG was under plan (36.2% vs. 37.1 %), Applications was
essentially on plan (12.2% vs. 11.9%), while Systems (11.2% vs. 9.6%) and Languages (18.7% vs.

17.3%) were over plan. The difference in Systems'’ results

from the shift in sales mix from OEM 10 retail

(worldwide retail accounted for 50% of Systems’ revenue compared with 2 plan of only 39%). The
differcnce in Languages occurred in the Intemational Finished Goods channel.

13
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Q91-1 versus Plan

Non-product costs included in cost of revenues were 4.8% of revenues compared with plan of 6.7%. For
Q91-1, actual resuits were lower than plan in all categories ~ 0.9% in manufacturing variance, 0.4% in
inventory adjustments, 0.3% in freight, shipping and other, and 0.3% in royalties. It should be noted that
the planned manufacturing variance (0.9% of net revenues) was an allowance in Intemational Finished
Goods in the event lower than planned MLP sales skewed product costs upward relative to sales.

Operating expenses for Q91-1 at $170.4 million were 7% below plan of $184.2 million, and as a percentage
of net revenues were 46.1% compared with plan of 60.5%. Operating expenses for Q91-1 include an
unbudgeted addition to our liigation reserve of $2.7 million and an unbudgeted US Windows Computing
tnarketing accrual of $2.5 million. ‘This marketing accrual is in addition to our normal quarter-end accrual
of budgeted, unspent marketing, which totalled $3.9 million. The operating expense line jtems with the
Yargest variances were as follows (in millions):

Plan Yarjance T %

Payroll $ 615 $ 656 ) $ 41 6
Marketing 238 217 39 14
Marketing accrual 6.4 - (6.4) -
Outside product development 5.6 9.4 3.8 40
Supplies and equipment 7.8 10.9 3.1 28
Travel and entertainment 6.4 9.4 3.0 32
Al other 23 4
$170.4 S184.2 $13.8 7

|
i

Non-operating income for Q91-1 was $5.5 million compared with a plan of $6.3 million. The unfavorable
variance results from an unbudgeted addition to our allowance for non-performing investments of $1.7
million (see page 18), partially offset by forcign currency transaction gains of $0.9 million. Non-opcrating
(expense) is composed of (in millions): :

Actual . Ham Variance

Investment income §9.1 $9.5 $(0.4)
Allowance for NPls 2.9) (1.2) 1.7
Interest expense (0.7) (1.1) 0.4
Foreign currency ‘uansactions 0.9 - 0.9
SCO amortization (0.5) (0.5) R
All other Q.4 04 =

§5.5 §6.3 S(_Of._§)

=

Stock opiion program expense - s¢& discussion on page 4.
The 1ax rate for Q91-1 was 31.0%, the same as plan.

Nel_income for Q91-1 was $87.6 million compared with a plan of $42.9 million. Net income as a
percentage of net revenues was 23.7% compared with a plan of only 14.1%.

' S 0164029
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Consolidated balance sheets as of September 30, 1990 and June 30, 1990 and consolidated statements of
cash flows for Q91-1 and Q90-1 are presented below (in millions).

Quarter M%

Sept. 30 June 30
1990 1990 Change Chante
Current assets:
Cash and short-term investments S 495.1 $ 4492 $45.9 10
Accounts receivables - net 177.6 181.0 (3.4) (2
Inventories 58.4 55.6 2.8 5
Other —1 X3 .16
Total current assets 770.8 T719.9 50.9 7
Property, plant and equipment - net 376.8 325.4 51.4 16 -
Other assets 539 _ 00 {4 (]
Total assets $1.203.5. $1,105.3 §98.2 9
Current liabilities:
Accounts paysble $ 665 $ 510 $15.5 30
Cusiomer deposits 7.1 12.2 (10.1) (59
Accrued compensation 278 28.8 (1.0) 3)
Notes payable 10.0 6.5 3.5 54
Income taxcs payable 58.2 42.6 15.6 37
Other 435 —407 28 7
Total current liabilities 2131 1868 263 14
Stockholders' equity: '
Common stock and paid-in capital 242, 219.5 23.2 11
Retained earnings 732. 688.9 43.9 6
Transiation adjustment 149 1 48 43
Total stockholders’ equity 9904 9185 AN 8
Total liability & equity $1.203. $1.105.3 598.2 9
0911 0:
Cash flows from operations
Net income S 816 S 49.6
Depreciation and amortization 13.0 9.5
Current lisbilities, excluding noles payable 22.8 239
Accounts receivable 3.4 (19.2)
Inventories (2.8) 1.8
Other current asscts (5.6) (4.8)
Translation sdjustment 48 2.0
Net cash from operations 123.2 286
Cash flows used {or financing
Notes payable 35 2.1
Common stock issved 18.2 10.8
C stock repurchased and retired (45.1) -
Income tax benefits related to stock options ~64 44
Net cash used for financing (1.0 173
Cash flows used for investments
Additions to property, plant and equipment (61.9) (40.4)
Acquisition of intellectual property rights - 0.8)
Other X1 I K
Net cash used for investments 60.3) {400
Net change in cash and short-term investments 45.9 35.7
Cash and short-term investments at beginning of period 4492 300.8
Cash nd short-term investments st end of period $495.1 $336.5
MS 0164031
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The Company's measures of financial strength and rate of retum indicators are shown in the following
1ables. Each measure established a highwater mark in Q91-1, and cach rate of retum indicator was very

respectable in comparison with prior quariers.

MEASURES OF FINANCIAL STRENGTH

(in millions)
Cash from operations s 1232 s 595 $ 951 $ N1l
Cash and short-term investments 495.1 449.2 446.6 380.1
Working capital . 5511 533.1 4904 422.8
Total assels 1,203.5 1,105.3 1,015.3 921.8
Siockholders' equity 990.4 918.5 826.2 731.8

RATE OF RETURN INDICATORS
(snnualized)

Rewrn Op: oN-1 Q90-4 Q90-3 090:2
Equity (aversge) 36.7% 36.7% 38.6% 439
Assets (average) 30.4% 30.2% 31.0% 34.4%
Non-cash equity (average) 72.7% 753% 82.2% 93.1%
Non-cash assets (average) 51.4% 52.2% 54.2% 58.7%
Net revenues 23.7% 23.7% 24.2% 24.8%

As shown in the statement of cash flows on page 15, net income plus non-cash depreciation and
amortization ($100.6 million), plus net changes in operating assets and liabilities ($22.6 million), resulted in
net cash from operations of $123.2 million. As 2 frame of reference, nct cash from operations for all of
FY90 totalled $278.3 million. And by all accounts, FY90 was  very good year. The exceptional Q91-1
result is attributable to strong eamings, excellent collection of receivables, minimal increase in inventorics,
and an increase in current liabilities resulting largely from additions 10 reserves and the absence of a U.S.
federal tax payment ($5 million paid mid October).

In terms of what became of this $123.2 million cash from operations, $17.0 million (net) was used for
financing, $60.3 million was used for long-term investments (primarily property, plant, and equipment - .
see page 32), and $45.9 million was retained in cash and short-term investments. Net cash used for
financing of $17.0 million consists of $45.1 million expended on the stock buyback program, less stock
option exercise proceeds and related 1ax benefits of $24.6 million and an increase in notes payable of $3.5
million. :

' ram: Under the Company's stock buyback program, repurchases are made during 2
window that begins three days after we have released camings and exiends through the Friday of the last
week in the second month in the quarter. Repurchases arc made on our behalf by Goldman Sachs at our
direction and their discretion. In our instructions 10 Goldman we reserve the right to suspend repurchases .
under the program during the window period. During Q91-1, we repurchased 724,000 shares at an average
price of $62.24 per share fora total of $45.1 million.

Ow Market Number
Weck Average Average of Shares
1131-813 $65.71 $65.63 206,000
8/6-8/10 62.08 62.92 165,000
8/13-8/17 63.61 62.60 135.000
8/20-8/24 56.22 54.50 117,500
8/27-8/31 60.98 61.13 100,500
Total 62.29 62.02 724.000
=== MS 0164032
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Cash and short-term investments increased $45.9 million in Q91-1. These liquid assets comprise 64.2% of
current assets and 41.1% of total assets, compared with 62.4% and 40.6% at June 30, 1990. At
September 30, 1990, the portfolio was in compliance with all investment guidelines, and 87% of the
portfolio was in investment-grade securities. As of quarter end, the average maturity of the portfolio was
153 days compared with 138 days at the end of the prior quarier, and the portfolio consisted of the security
types listed below (in millions): S

Percent Percent
Domestic i Total $30/90
Commercial paper $ 19 $ 99 §s 118 24% -%
Bank loan participations 5.2 49.8 55.0 11.1 17.6
Floating rate notes (FRNs) - 11.0 11.0 2.2 1.1
Corporate bonds 113 18.5 29.8 6.0 4.9
Increasing rate notes (IRNs) - - - - 0.4
Auction preferred stock (APSs) 10.0 - 10.0 2.0 6.2
Money market preferred 106.4 - 106.4 21.5 23.5
Fixed adjustable rate preferred (FARPs) 26.1 - 26.1 5.3 6.4
Tax exempt municipals 188.1 - 1881 _380 2335
Investment portfolio 349.0 89.2 438.2 88.5 93.6
Cash and money market funds 42 .y N _S69 4
TOTAL $353.2 $141.9 $495.1 100.0% 100.0%
Yield® 10.4% 8.8% 10.1%

* "Yield" sepresents the weighted average yicld to maturity of investments in the portfolio on a pre-uax equivalent basis.
The domestic yield is greater than the intcrational yield because the international portfolio cannot invest in U.S. ux-
advantaged sccurities.

Short-term interest rates continued to decline during Q91-1, falling approximately 50 basis points (half of
1%). Yield on the portfolio dropped slightly in tandem with the falling rates. Our diversified investment
stralcgy generates significant incremental vield, particularly from the tax-advantaged securities. The
following table estimates pre-tax equivalent investment income during Q91-1 on various security types
compared to alternative investment strategics had we invested the portfolio assets in 90-Day LIBOR, 90-
Day T-Bills or Ovemight Repos (in millions):

90.Day  90-Day Ovemight
i Repo

Taxable paper, notes & bonds $2.5 $2.3 $2.2 S 41
Moncy market preferreds 2. 2.6 2.5 2.7
Municipal securities 3.5 33 3l A6
Tota] estimated income (pre-tax) §8.8 58.2 S?__.‘_S. 11.4
Tax effect 23
Investment income - net s 91

I

Foreign Cash Balances

At September 30, 1990, the sales subsidiaries held most of the $52.7 million "cash and moncy market
funds™ shown above in offshore locations, up from $44.7 million at the beginning of the quartcr. These
palances are invested by the local controllers in ovemnight paper and other investments in their local
jurisdictions pursuant to guidclines provided by the Treasury department. Owing principally to income tax
restrictions on repatriation of forcign camings and our present transfer pricing matrix, our subsidiarics have
and will likely continuc to build structural cash balances during each year. These balances arc minimized 2s

' MS 01
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much as practical through dividend repatriation strategies and the transfer pricing matrix, To increase yielcis
camed on these balances, MS Treasury plans 1o centralize excess foreign currency denominated cash
balances of European subsidiaries with a single bank to obtain investment economies.

Non-Performing Investments

Changes in the balances of Non-Performing Investments and the related valuation reserve during Q91-1 are
summarized below (in millions):

Non-Performing

Investments Reserve Reseve %
Beginning balance (6/30/90) §10.2 $3.1 30.4%
Additions/provisions 13 29
Collections/write-offs —_— —_—

Ending balance (9/30/90} $11.9 $6.0 50.4%

Uniroyal defaulted on an interest payment due August 1, 1990. During the quarter, we reclassified this
$1.7 million IRN from the IBV portfolio to Non-Performing Investments. This reclassification increased
the balance in Non-Performing Investments from $10.2 million to $11.9 million. There are no further
increasing rate notes in our portfolio. .

During Q91-1, the balance in‘the resceve for Non-Performing Investments was increased by $2.9 million to
a balance of $6.0 million. Of this $2.9 million increase, $1.2 million was budgeted and $1.7 million was
unbudgeted. There were no collections or write-offs during the quarter. MS Treasury considers the rescrve
adequate. .

In addition 10 Uniroyal, our Non-Performing Investments at September 30, 1990 include the following:

mas Financial ing Rat < (§5 million). Lomas is in Chapter 11,and a reorganization plan is due
10 be filed. We received a recent quote of 55 cents on the dollar for this issue. There has been limited
trading activity at this level. MS Treasury believes there is long-1erm value in this paper.

Easco ($1.2 million). These notes were restructured in May 1990. We received a recent quote in the low
30 cents on the dollar range.

. During Q91-1, Black Box was scheduled to come to market with a
Restructure/TPO underwritien by Alex. Brown. The issue failed due to the Irag/Kuwait crisis. We received
a recent quote in the range of 28 cents on the dollar.

Heileman Brewing ($2 million). Heileman continues 10 experience difficulties. Chapter 11 is rumored.
Available quotes are for nominal values. :

8
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“Investment Portfolio
September 30, 1980

sy

Cash/
Money Markets/
Repos

Bank Loan
Participations

Money Market
Preferreds

2 Corporate
Bonds/FANs
3 FARPs/APSs
@ Municipal
Securities
N
;____—._-————/
Total Invesiments
(in Mi;lions)
Domestic $353.2 74.3 %
International 141.9 28.7
$495.1 100.0 %X
DIVET. 484
MS 0164035
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As of Date: 09/30/90 . QUARTERLY PORTFOLIO SUNMARY EXCLUDING CASH
SECURITY NEXT  MATURITY X PORTFOLIO >3] PRE-TAX WoOY S3P
DESCRIPTION RED DATE  DATE (AT COST) BASIS YIELD YIELD RATING RATING

portfolio: Company 10

Investment Type: Auct Pref Stock

Set Ple A Auction Preferred stock 10/03/90 10703/90 0.86% 3,000,000 7.7 9.15 A2 A’
English China Cleys ple D Auction Pfd 10717/90  10717/90 0.86% 3,000,000 8.20 9.65 &3 A
gedland Plc Series D Auction Pfd stock  10709/90 10/09/90 1.15% 4,000,000 7.62 8.97 R A
— RS — —
2.87% 10,000,000 7.84 9.3
investment Type: Commercl Paper
Cireus Circus Cp 10701790 10701790 0.57X 1,976,150 8,50 8.50 Nk A-2
— PSSR —_— —
0.57% 1,976,150 8.50 8.50
investment Type: Corporate sond
Commonwealth Edison 11.75% €orp Bond  D9/01715 0970115 1.26% 4,391,120 10.62  10.62° Basl 888
Phitadelphia Electric 11.75% 1171572014 11715790 11715714 0.79% 2,763,560 $.43 5.43 KR A=
South Central Bell Tel 10.375% 12/30/25 12730790 12/30/25 0.31X 1,087,500 8.50 8.50 A MA
Texas Utilities Elec Co 11.125% 127115 12/01/90  1270V/15 0.62% 2,159,400 8.50 8.50 Baal 886+
Us Gypsum Corp 7.375% 12/15/9 12715/91  12715/91 0.26% 896,430 8.50 8.50 €3 Be
e PRS- — —
3.24% 11,298,010 8.57 8.57
tnvestment "lype: fxd Auc Rte Pfd
Alcos Int*l B 8.625X (Strap) FARP 0.30% 1,040,000 8.63 11.74 6aal A
Citicorp Pfd Series BA 8.50% 0.43% 1,500,000 8.50 1157 &3 A
¢iticorp Pfd Series 88 8.75% 0.57% 2,000,000 8.75 11.91 A3 A
First Interstate Bank Ser C 9.B75% FARP . 4.28% 14,940,750 9.88 13.44  Bsal 8BS
Mellon Benk Corp Ser G 9.50% FARP 1.81X 6,306,938 9.50 12.93 Baa2 838
Jalman finance Corp Series W 7.87% 0.09% 303,000 7.87 10.71  Aas’ AA
—_— PR — RS,
T.6L8% 26,090,688 9.55 12.99
investment Type: Loan Partic
cumins Engine LP 10701790 10701790 0.63% 2,200,000 8.50 B.50 Bal g8¢
Jr Simplot LP 10705790 10/05/90 0.86% 3,000,000 8.43 8.43 WR NR
U e p— —_—
1.49% 5,200,000 8.L6 8.46
: coﬁg 0164036
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As of Date: 09/30/90 : QUARTERLY PORTFOL10 SUMMARY EXCLUDING CASH

SEQRITY MEXT MATURITY X PORTFOL1O cosY PRE-TAX NOCOY stL?
DESCRIPTION RED DATE DATE (AT COST) BASIS YIELD YIELD RATING RATING

— — — — —
portfolio: Company 10 - cont.

Investment Type: Money Mkt Pref

Bankers Trust WY Corp Series H W¥ 10715790 10715790 1.15% 4,000,000 6.51 8.8 Al (3
Central Power & Light A WWP 10/09/90 10/09/90 1.15% £,000,000 6.5% 8.9t AS | 11
Central Power & Light 118 P 11716/90 11714/90 0.886% 3,000,000 T.47 10.47 A& BB8e
Citizens & Southern Ktl BK Serles B WP 11/01/90 11/01/90 0.86% 3,000,000 7.2 9.69 A2 A-
Citicorp Ser 5B Money Warket preferred  11/01/90 11701790 0.86X 3,000,000 6.83 9.29 &3 T A
citicorp Ser 6A Koney Market Preferred 10722790 10722790 0.86% 3,000,000 6.55 891 & A
Citicorp F Remarketed WHP 10729790 10729790 ° 1.45% 4,000,000 6.58 8.y A A
Connecticut Light & Power KNP 10724790 10726790 1.15% 4,000,000 6.7 9.15  Bast’ 888
Duff & Phelps A NP 10710790  10/10/90 1.43% 5,000,000 6.3 8.58 Am AR
GTE Corp A R¥P 11/705/90 11/05/90 0.57% 2,000,000 7.78 10,58 AS A
GIE Corp D MWP 10729/90 10/29/90 0.86% 3,000,000 6.76 9.20 A3 A,
Heller Finance - B Money Market Pfd 11705790 11/05/90 0.86% 3,000,000 7.48 10,18 A3 A-
Heller Finsnce = A Koney Market Pfd 10/22/90 10722790 0.57% 2,000,000 6.77 ‘9.2t A3 A
Merrftl Lynch RP 8 Money Karket ptd 10726790 10724790 0.57% 2,000,000 7.46 90.15 A2 BBB¢
Merritl Lynch RP E Money Market Pfd 11713790 11713790 1.72% 6,000,000 8.29 11.28 A2 888+
Korgsn Stanley- € KiP 10724790 10724790 0.57% 2,000,000 6.51 8.86 Al A-
Horgen Stanley = D Honey Market Pfd 10731790 10/31/90 1.43% $,000,000 7.05 9.60 Al A-
patriot Select Dividend Trust Ser A MHP 11714790 11714790 1.29% 4,500,000 6.46 8.79 As2 A
Puget Sound Power & Light Ser A WHP 10701790 10701790 1.15% 4,000,000 6.10 8.30 Baal 888+
puget Sound Power & Light Ser B MNP 10/29/90 10729790 1.72% 6,000,000 6.60 8.98 Ssal 114
sara Lee Series F WP 11714790 11744/90 0.86X% 3,000,000 6.7 9.8 A2 A
security Pacific P 11713790 11713/90 1.43% $,000,000 7.19 .79 M A¢
smith Kline Beecham MMP 10/22/90 10/22/90 0.86% 3,000,000 6.45 8.78 A3 Ae
Jucson Electric Power A MHP 10729790 10/29/90 2.98% 10,400,000 11.91 16.21 62 Be
Texas Instruments C-1 Money Market Pfd  11/01/90 11/01/90 0.86% 3,000,000 7.08 9.63 &3 132
Texss Instruments C-2 Honey Harket pfd  11/08/90 11/08/90 0.86% 3,000,000 1.3 1052 & [
Ultramar Equities Ltd MNP 10701/90 10/01/90 0.86% 3,000,000 6.10 3.29 Aea AMA
Union Bk KNP 10/30/90 10/30/90 1.00% 3,500,000 6.45 377 M A
30.48% 106,400,000 7.36 10.02

Investment Type: Municipal Sec

Alvin Texas GO &.8X 5/1/92 05/01/92 05701792 ©0.05% 191,780 7.59 1.5 A A
gayshore KY SchoolDist TAN 6.35 6/27/9 06727/91 06727791 057X 2,005,020 5.86 8.89 KR "R
Beaufort €O HC Tx Gulf PCR 1271700 VROX 12701700 12/01/00 0.29% 1,000,000 6.08 9.20 Asna KR
Besverton Schoot Dist TANS .25 6/28/91 06/28/91 06/28/91 0.57X 2,005,160 5.80 8.79 MIG1 $P-1+
Berks Onty PA Rilsen Ser 84 12/1/74 VRON 12/01/04 12/01704 0.29% 1,000,000 6.20 9.39 W MA
Cape May Cty NJ Utility Auth 6.1 771715 0T/01/91 07701715 1.43% 5,000,000 6.08 9.22 Ass A-1
Chester City PA RES REC REV 6.25 8/1/21 08701/91 08701721 2.21% 7,698,218 10.75 16.29 KR SP-1+
Chicsgo Peoples Gos 5.8X 3/4/15 03/01/91 03701/15 0.43% 1,484,805 8.26 12.52 A3 M-
Chicego 1llinois Ser C 5.75% 10/31/90 10731790 10/31/90 0.16% 565,065 8.50 12.88 W MA
ChittenangoNY SchDist BAN 6.62 6/28/91 06728/91 06/28/91 0.58% 2,007,740 6.00 9.09 A L3
Ctayton Cty GA Sch Dist TAM 12/31/90 12731790 12/31/90 1.01X 3,508,470 5.52 8.36 M M-
Colorsdo Housing fin Auth 6.15% 371716  03/01/9% 03/01/16 0.52% 1,800,000 6.12 9.27 SR KR
Cypress-Fairbanks TX 5% 2/1/92 02/01/92 02/01/92 0.13X 438,579 7.89 11.96 KR A
Deer Park TX 5% 2/1/92 1ndpt School Dst 02/01/92 02/01/92 0.10% 339,392 7.62 11,55  Asl M

21 . MS 0164037
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As of Date: 09/30/90

SEQRITY NEXT MATURITY X PORTFOLIO
DESCRIPTION RED DATE OATE (AT COST)
PN
portfolio: Compeny 10 - cont.

Jrvestment Type: Municipel Sec - cont,

pelausre Econ Auth 7.25% 1171726 10R8 11/701/90 11701724 009X
gondolier Farms Metro 7.95% 971791 BAN 09/01/9Y 09/701/91 0.29%
gast Central TX GO 5% /15792 05/15/92 05/15/92 0.02X
gast St Louls MFNSG 6.75X 12715720 12/15/90 12/15/20 0.57%
East St Louls Port Fac 6.375% 12/15/20  12/Y5/90 12715/20 2.25%
gast St Louls Res Rec 6.375% 12/15/20  12/15/90 12715720 0.50%
Erfe Cty NY RAN 6.35% 7/25/91 07725/ 07725/91 0.28%
forsythe County Montans 6.2% 01701/ 01/701/% o.5™
Galveston Conty TX §.4% 7710719 07/10/9% 07710/ 0.08%X
catveston TX Ser B 7.6% S1/93 05/01/93 05/01/93 0.28%
Gilford N GTD TANS 7.4% 272119 12/27/90 1272190 0.29%
Hampaton KX TANS 7.6X 1272T/90 V27211590 V2021790 0.57X
Holyoke WA BANS 6.78% 1172/90 11/02/90 11/02/90 1.51%
1daho School Bd Assn 6.2 /N 07/1UN oT/V/N 0.57X
Independence Cnty AR PCR 9.5% 7/1/12 07/701/9% 07/01/12 0.92X
lows §chool corp 6.55X 12/30/91 12730/91 12/730/91 1.15%
Jacksonville FL S.1% &N 04701791 04701/ 0.31%
Jefferson Cnty €0 1DR 7.625% 11715 11701790 11701/15 0.17X
Kentucky KSG Corp 5.9% 77172013 01/0V/91 01/01/91 0.15%
Klemath Falls OR Ser 8 6.875% 5/1/23 05/01/91 05/01/23 0.86%
Klamath Falls OR Ser £ 6.875% S/1/23 05704/ 0s/01/3 0.29%
Lancaster CA Willows 85-A 271705 VRON 02701705 02/01/05 0.47X
Lepeer Ml Econ pev Corp 6.B% 21N 02/01/91 02/01/9% 0.12X
Lapeer Kl Econ Dev corp 7.0% 2/1/92 02/01/92 ©2/701/92 0.12X
Lapeer Ml Econ Dev Corp 7.1% 271/93 02/01/93 02/01/93 0.10%
Las Vegas Velley WV 5,6% 9/1/92 09/01/92 09/701/92 0.1%%
Leominster Hass PCR 5.6% 11/W/9 11/01/91 12/01/98 0.36%
Lorain OX BAKS 6.95% 10/05/90 10/05/90 10/05/90 0.29%
Louisiens State 5% 2/1/93 . 02/01/93 02/01/93 0.12X
Louisians State 5.2% 9/1/9% 09/01/91 09/701/9% 0.56X
Loutsiane State Ser A 5.25% 8/1/92 08/01/92 08701/92 0.26%
Loulsiens State Ser € 5.8% 6/1/N 06/01/91 06701/91 0.28%
Louisisna Public Fac Auth 7.5% S/15/12 05/15/92 05715712 0.60%
Louisians State Ser 81-8 9.2% 6/15/91 056/15/91 05/15/91 0.13%
Louisiana State 9.375% 10/1/90 10/01/90 10/01/90 0.43%°
Louisisns State 4.9% 2/\/9N 02701791 Q2/01/9% 0.07%
I._ouisilno state 4.9% 2/1/92 : 02/01/92 02/01/92 0.056%
Lubbock Texss Elec Lt & Pur 5% 4715791 04/15/91 04/15/91 0.08%
Maricopa Cnty AZ Ser B 4.45% TN 07701791 or/01/91 0.20%
Maricops Cnty A2 10RE 6.36% 10/1/32 10/01/90 10/01/12 0.28%
Massschusetts Bay Trans Ath 8.75 3/1/93 03701793 03/01/93 0.15%
Massachusetts Housing Ser A 6.6% F/AVAAS 07/01/91 07/01/9% 0.29%
Metheun MA 6.75% 10719790 10/19/90 10/19/90 0.29%
Rirneapolis SchoolDist TAN 6.25 V/3/9 01/23/9 01/23/91 0.57X
Nissouri State Health 3 Ed Fac Auth 09/03/91 09/703/91 0.86%
Monroe Fl Sates Tax RANS 6.65% 11/715/91 11/15/91 11715/91 0.57%
multnomah County OR TANS _6.252 6-28-91 06728791 06/28/91 0.57X
North Andover MA BANS 7.15% 10/5/90 10705790 10/05/90 0.31%

22

HIGHLY
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QUARTERLY PORTFOLIO SUNHARY EXCLUDING CASH

AL

cost
BASIS

300,000
1,000,000

254,699
1,977,600
7,840,496
1,762,493

978,110
2,000,000

278,682

985,969
1,002,530
2,005,020
5,270,752
2,000,000
3,200,308
4,000,000
1,075,459

601,050

$33,280
3,003,750
1,002,000

1,650,000

410,000
435,000
365,000
398,254

1,249,871

1,001,860
416,311

1,955,182
923,338
89,300

2,095,531
465,007

1,494,948
242,563
225,396
293,784
698,858
832,929
521,525

1,000,000

1,002,310

2,000,980

3,000,000

2,000,000

2,004,620

1,077,010

PRE-TAX

MS-PCA 1189065
CONFIDENTIAL

st?
RATING

———

e

SP-1¢

T ogp-1e

A=
NR
M,

| 114
13
sp-1e
cpele
A-2

sp-1¢
Spete

BB8
888
888
A1

KR
888+
Bes

BB+

[ 1324
888+
8B
888+
I

KR
sp-1e
NR
sp-2
NR

MO00Y
YIELD YIELD RATING
e ——
7.04 10,66 Ba2
7.96  t2.03 W
7.49 M3A W
12,02 182 W
9.7 %71 W
8.50 12.88 NR
5.87 8.90 WiG!
6.59 9.9 Al
839 .70 Ser
7.11 10.78 Bas
6.16 931 W
6.35 9.62 MR
5.2 7.96 S
6.12 9.27 W
7.k6 11,31 B3
6.54 9.90 NR
°.75 1,78 W
5.6% 7 8.20 KR
8.50 12.88 MR
6.64 10,06 &R
6.51 9.86 MR
5.75 8Tt A
6.73 10.19 KR
6.99 10.59 WR.
7.09 10.75 MR
7.22 10.94 WR
8.06 12.21 MR
8.50 12.88 G
8.08 12.2¢4  Baal
77 W76 kel
7.51 11.38  Ase
7.5 11.29 Sasl
6.39 9.68 W
.35 6.59 Ssal
8.50 12.88 Boal
14.06 21.30 Sasl
9.86 14,96 Bsel
9.00 13.63 At
14£.30 21.66 A
8.50 12.88 Al
6.26 9.48 Beal
6.58 9.97 A2
2.3 3.38 Al
5.84 8.85 WR
6.09 Q.23 MG
6.49 9.83 WIG)
5.85 B.86 KiGl
a0  12.88 WR
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As of Date:

09/30790

SECURITY
DESCRIPTION

portfolio: Company 10

Investment Type: Municipal Sec

Neu Hanpshire IDA Rev Timco

Wew Mexico Severance Tax 7.9% TR
New Orlesns LA 12.0% 12/1/90

North Slope Boro AX Ser C 10% 6/30/93
North Slope AX Ser F B.5% 6/30/91
Masssu County NY 3.5% 10/15/92

Nagsau County NY GO's 5.84% 11/15/90
New Jersey St SER A 6.6X 779N

sew York St Ser 2 GO &.5X 6/30/05

New York State GO 9.0% T115/91

New York State TRAXS 3/28/91

Nassau Cnty fL 7.25% 12/1/20

oOhio State Nighway Ser 8 4.25% 5/15/91
Oklahoma City OK &.6% 1071790

Oregon Stste GO <X 7/1/92

Pennsylvania GO 4.35% 7/15/91

pearland TX 5.1% 2/1/92

pensacols FL Health Fac 9.375% 17172011
Phoenix Airport Rev 3.75% 7/1/92
Phoenix AZ GO ©.5% 719

City of Pittsgurgh Urban

Platnview Texas &.85X 2/15/92

Platte River Power Auth tolo 6/1/12
port Arthur TX 5X 571/92

portland KE Wtr Dist BANS 7.3% 12714790
Portsmouth NH TAX 7.6% 6/28/91

puerto Rico Hsg Fin Auth 6.5% 10-1-11
Redmord VA L1D 88-ST-52 6.2% 1171/90
Rhode 1sland GO TAks 6.5% 12/20/90
Rhode 1stand Indl Facs Corp 5.75 T/1/92
Richmond Co GA Dev Auth 8.5% 12//12
Rochester Health Care foc 5.65 11/15/9%
saline XS Penneys project 12/1/1& VROR
Stevens Cnty Wa Pub Util 7.375% 3/V/92
suffotk County KY TAN 6.5% 8/28/91
Tacomes WA Putlic UtiliLt LX 77191
Yarcant Co Tx Jr College pist 4% S/
Toledo OH Special Assessment Bonds
Tulss OK Hillcrest Ser 83 1271708 VROR
Texas Uster Development Huni Bond

Utah Housing Auth. 6.9% 1/1/22
Vashington State GO 12X 971799
uashington State GO 4X oIV/N
\!estchester County KY GO 6.7% 27192
williamsport PA Huni Wtr Au 6.6X W92
State of Wisconsin Operating Notes
Wisconsin Hsg & Econ Dev Auth 6.2%

ua Pub Pur Supply Fi $.0% 7/1/91

- CONFID

ENTIAL

-

QUARTERLY PCRTFO‘LI'D SUMKARY EXCLUDING CASH

NEXT  MATURITY X PORTFOLIO
RED DATE  DATE (AT COST)
= cont.
- cont.
11701790 11701704 0.29%
o1/01/92 07/01/92 0.73%
12701790 12/01/90 0.15%
06/30/93 06/30/93 1.55%
12/31/90 06730791 0.44%
10715792 10/15/92 0.17%
14715790 /15790 0.86%
07701791 07/01/91 0.11%
12/01/90 ©06/30/05 0.23%
07/15/9%  07715/91 0.88%
03/28/91 03/28/91 0.86%
12/01/90 12701720 1.85%
05715791 05/15/9% 0.27%
10701790 10/701/90 0.14%
07/01/92 07/01/92 0.53%
07715791  07/715/91 0.18%
02/01/92 02/01/92 0.10%
81701792 01701/11 0.92%
07/01/792 07/01/92 0.07x
07/01/92 07/01/92 0.30%
08/01/91 10/01/16 0.86%
02715792 02715792 0.17X
06701792 06/01/12 0.70%
05/01/92 05701792 0.03%
12/734/90 12714790 0.29%
06728791 06/28/91 0.57%
10701790 10701711 0.57%
11/01/90 11701790 0.29%
12/20/90 12/20/90 0.57%
07/01792 07/01/92 0.18%
12/01/90 12/0V/12 0.29%
11715791 1115/ 0.28%
12/01714 12701/ 0.71%
03701792 03/01/92 0.29%
08728791 08/28/91 0.26%
07701791 07/01/N ©0.07T%
05/01/91 0570191 0.04%
05/715/9% 11715791 1.22%
12701708 12/01/08 0.29%
08701793 08/01/93 0.09%
07/01/9% 01/01/22 0.57%
12/01/9%  09/0V/99 0.32%
09/01/91 09/01/91 0.14%
02/01/52 02/01/92 0.45%
10761790 01/01/§2 0.86%
06717791 06/17/9% 0.86%
03701791 09701715 0.5T%
07/01/91  07/01/91 0.56%
23

cosY
BASIS

1,000,000

- 2,545,4TS

516,385
$,417,730
1,533,840
608,005
3,000,900
399,700
819,810
3,083,670
3,010,320
6,462,689
934,470
489,937
1,849,485
613,305
362,790
3,208,560
232,252
1,058,520
3,000,000
600,013
2,436,840
96,310
1,003,350
2,006,920
2,000,000
997,460
2,003,380
624,117
1,017,950
950,079
2,495,000
1,000,000
3,004,230
244,990

' 145,206

4,252,358

1,000,000

312,900
2,000,000
1,117,100

482,738
1,563,5%
3,000,000
3,005,070
1,998,080
1,962,922

YIELD

6.65
6.7
8.50

6.61
8.50
6.12
6.45
7.37
6.30
1%.95
9.73
$.92
6.08
7.41
6.87
1.83
13.60
6.00
8.50
5.94
6.42
8.99

PRE-TAX ROOY st?
YIELD RATING RATING
e — —
40.08 Sasl 988
10.26 M A
12.88 Ba A
9.94 Baal B8R
12.88 Sl © pBBe
11.73 A KR
8.38 Al R
10.93  Bea - B8EY
12.88 Al M-
7.93 A A
3. 7% MWG2 sp-1
9.00 A MA
12.88 As M
12.88 As M
10.76 M M-
11.90 M M-
11.67 A A
7.77T KR A
1238 A e
8.98 Asl Me
4,90 WR HR
12.08 A A
8.56 Az AA
137 A A
8.30 MR NR
10.64 WR NR
12.88 WR M
13.02 KR NR
8.55 HKiG2 TNR
10.01  WR A2
12.88 Bes NR
9.2T WR Me
©.77 Bssl 888
1.6 KR W
9.55 KR sp-1
22.65 Ass AA
%74 A A
8.96 MIGY KR
9.20 As2 NR
11.283  Aa2 MA
10.40 &R A
2.T7  Asa A
20.60 A A
9.09 Ass AAA
12.28 W HR
9.00 HIGY SP-1+
Q.72 A2 Ae
13.62 As M

MS 0164039
CONFIDENTIAL

MS-PCA 1189066 \
CONFIDENTIAL

MS-PCA1189066



As of Date: 09/30/90

SEQRITY
DESCRIPTION

———

portfolio: Conpany 10
Irvestment Types Municipel Sec

Va Pub Pur Supply #1 5.4% /92
Vs Pub Pur Supply #1 5,6% 7/1/92
Va Pub Pur Supply #2 13.873

ua Pub Pur Supply 12 14.75%

vs Pub Pur Supply #2 5.10% 7N
Ve Pub Pur Supply #3 9.5% T/V/92
Yonkers WY Series A GO 8/1/92
Yonkers NY Serfes A GO 8/1/93

portfolio: Compeny 30

HIGHLY
CONFIRENTIAL

OUARTERLY PORTFOLIO SUMMARY EXCLUDING CASH -

NEXT  KATIRITY X PORTFOLIO cost PRE-TAX MOOOY S &P

RED DATE  DATE -(AT COST) BASIS YIELD YIELD RATIRG RATING
— e —— — —
- cont.
- cont.

o7701/92 07/01/R 0.17X 582,883 7.66 11.61 As A
07701792 0T/01/92 0.28% 968,012 7.58 1148 A A
07/01/92 0OT/0V/12 0.25% 877,828 5.22 .90 A M
o7/01/92 07/01/12 1.08% 3,763,100 .70 7.12 As M
07/01/91 07/01/91 0.06% 205,819 7.8 1N © M
p7/01/91 0T/0V/%2 0.08% 263,878 $.79 8.77 As M
08/01/92 08/01/92° 0.14% 500,000 6.55 9.93 Bes 88B¢
08/01/93 08/0V/93 0.16X 546,678 7.00 10.61  Bas. (12

__—-___-——-——...—_——

53.88% 188,068,431 6.90 10.46

100.00% 349,033,279 7.35 10.38

' MS 01
24 : CONFIDEﬁ?%Xf
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as of Date: 09/50[90 . QUARTERLY PORTFOL1O SUMMARY EXCLUDING CASH
SEQURITY HEXT MATURITY X PORTFOLIO cost PRE-TAX MOCDY s ?
DESCRIPTION RED DATE DAYE (AT COST) BASIS YIELD YIELD RATING “ RATING

a———————

portfolio: Conpany &3
Investment Yype: Commercl Paper
Coadisco Inc CP 10726790 10/26790 8.51% £,952,342 13.20 13.20 P2 A-2

———___———._—._—-

8.51% 4,952,342 13.20 13.20

tnvestment Type: Corporate sond

Clgna Corp KTR 0J2I92 OOF24I92 &.64% 2,700,000 8.56 8.56 Az A%
paccar Financial Corp KTH 9.0% 9/26/94 09/26/9% 00/26/9 5.15% S,ON,OOO 9.00 9.00 A M-
philadelphls Electric 11.75% 11/15/20% /15790 WIS/ 7.51% 457,562« 7.56 756 W A
Texss Utilities Elec Co 12X 8/1/15 12/01/90 0870115 9.34% 5,440,750 8.50 8.50 Bas2 888
Us uest Financlal Svc 8.74% 5/28/91 05728791 05728791 3.45% 2,008,760 .03 203 A2 Ae
estinghouse Credit 8.7% 7/15/9 07/15/91  07/15/91 .7 1,001,390 .52 8.52 A2 A

e ——— — —_—

31828 18,525,462 8.32 832 :

Investment Types Floating Rate

National Medical gnterprises 473796 FRA 10717790 10/17/90 8.59% 5,000,000 . 9.03 9.03 Bae BB3
security Pacific Corp FRN 12/19/90 12/19/90 5.15% 3,000,000 - 8.28 8.28 A M-
shearson Lehman Honey Market Wote 10/09/90 10/09/90 $.15% ° 3,000,000 8.25 8.5 & A-
——— e — —
18.89% 11,000,000 8.61 8.61

Investment Type: Losn partic

Americon Stores LP 10/01/90 10/0%/90 6.93% 4,035,000 8.55 855 P3 - A3
* Armstrong Vorid Industries LP 10711790 10711/90 4.93% 2,870,000 3.2 8.3 Pt A-ve
pana Corp LP 10703790 10703790 4.15% 2,415,000 8.2 8.2 P2 A2
federal Paper Board LP 11706790 11/06/90 5.15% 3,000,000 8.26 8.26 W R
HsD Oevelopment LP 10702/90  10/02/90 . 2.45% 1,425,000 8.9 899 W NR
Paccar Leasing LP 1/29/90 11/29/90 8.59x . 5,000,000 8.08 8.08 W WR
utiticorp LP 10/15/90 10715790 . B.59% 5,000,000 8.32 g.32 P2 A2
e —_— —_ —
40.78% 23,745,000 8.32 8.32

.___-—___.——_.__._—-

portfolio: Company &3
100.00% 58,222,804 8.79 8.79

25 . MS 0164041
CONFIDENTIAL

MS-PCA 1189068 |
CONFIDENTIAL

MS-PCA1189068




0
.
. .
—

As of Date: 09/30/90

-

SEQRITY
OESCRIPTION

portfolio: Company 65

Investment Type: Coamercl Paper

SET Finance Inc LP

Irvestment Type: Loan Partic

Grest Atlantic & Pacific Tes Company LP

ADY Operations LP

Armstrong bortd Industries LP

Dsna Corp LP

Nuntsman Chealcal tosn Participstion

KCl Communicstions LP
NSD Development LP
Woolworth Corp LP

portfolio: Company 65

GRAND TOTAL

HIGHLY
CONFIDENTIAL

GQUARTERLY PORTFOLIO SUMHARY EXCLUDING CASN

NEXT  MATURITY X PORTFOLIO €ost
RED DATE  CATE (AT COST) BASIS
10710790 10710790 16.06% 4,983,375
16.06% 4,983,375

10/03/90 10/03/90 16.11% 5,000,000
10/01/90 10701790 9.67% 3,000,000
10/11/90  10/11/90 5.41% 1,680,000
10703790 10703790 13.65% 4,235,000
10/05/90 10705790 16.18% 5,020,000
10/15/90 10715790 8.12% 2,520,000
10/02/90 10702790 $.14% 1,595,000
10710790  10/10/90 9.67% 3,000,000
83.94% 26,050,000

100.00X 31,033,375

438,289,458

26

YIELD

11.97

—

1m.97

8.67
9.04
8.3
8.22
8.58
8.27
8.9
8.25

8.53

PRE-TAX MOQOY st P
YIELD RATING RATING
11.97 P-} A1
11.97

8.67 P2 A2

9.0 NR R’

8.23 P-1 . Ao

8.22 P2 A-2

8.58 W MR

8.27 -P-2 A-2

8.99 MR NR

8.25 P-1 A~

8.53

9.08 *

16.07

MS 016404
2
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- HIGHLY
' CONFIDENTIAL

Forsign Exchange Hedging Program

During Q91-1, the U.S. Dollar continued an overall weakening trend. Against the Deutch Mark, the Dollar
weakened 6.2% during the quarier, afier weakening 2.0% in Q90-4. Forward hedge contracts valued at
$76.9 million were executed in Q91-1 versus $73.6 million in the prior quarter.

Ist Quarter Movement of U.S. Dollar
Against the Deutch Mark

1.70 T
168 -1
1.66
1.64
1.62
1.60

158
156

154 T
152 T

1.50 L] 13 L] LJ ! ¥ T ¥ 13 ) v v ¥ —t
6720 /6 12 N8 24 /30 8/3 89 8NS5 81 827 831 on 913 SN19 925 101

Against the ECU (Europcan Currency Unit, which is representative of a basket of European currencies), the

dollar weakened 6.7% in Q91-1. Against our original FY91 plan, the dollar was 0.4% weaker than

forecasted. All of thesc factors resulted ina positive European retail sales exchange rate variance from plan
in Q91-1 of $9.2 million on $123.6 million in sales (see page 42).

We recorded a consolidated foreign currency translation gain of $850,000 in Q91-1 compared with
$981,000 in Q90-4. This is attributable to the weakening dollar over the course of the quarter and our Stop-

loss collar hedging methodology that allows these gains to accumulate as the dollar loses strength.

We are accommodaling our overseas construction obligations at MS LTD by use of a "natural hedge”. By
holding and building a reserve of British Pound Sterling that would otherwise be converted to U.S. Dollars,

we avoid being forced to purchase Sterling in the currency markets until Q91-3. As payment dates

approach, we will lock into favorable currency rates in the event the Dollar should weaken against the
Sterling.

s 0164043
CONFIDENTIAL
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- HIGHLY
- . CONFIDENTIAL

Accounts Receivable

Accounts receivable (net) decreased 2% or $3.4 million from $181.0 million at the end of Q90-4 to $177.6
million at the end of Q91-1. The decrease results from the reclassification of reseller rebates (camed
purchase credits which contractually may only be used 10 offset receivable balances) of $11.4 million.
These were previously shown in current liabilities and now reduce accounts receivable. Consolidated days
sales outstanding (DSO), shown below for the past five quarters, increased from 55.6 days at the end of
Q90-4 10 56.3 days at the end of Q91-1. .

EY Quarter DsSo
QI1-1 56.3
Q904 55.6
Q90-3 52.9
Q90-2 55.9
Q90-1 . 56.0

An analysis of the receivable aging shows that accounts over 60 days comprise 21% of coliectible
receivables, up from 18% in Q90-4. The increase in the over 60 days balance consists of a $2.3 million
receivable from 3COM, which will be reduced by a pending OEM contract amendment (the impact of which
was included in Q91-1's GAAP adjustment), 2 slowing of USSMD payments, 2 backlog in retumns
processing (due to increased volume), and ongoing payment approval delays within some International
countries. The $29.1 million allowance for doubtful accounts represents 62% of all accounts over 60 days,
compared with 70% at the end of the Q90-4. The allowance for doubtful accounts remains unchanged at
13% of the total collectible receivables. Mergers within the U.S. computer software rescller industry
contributed to 2 concentration of revenue into fewer accounts, with Ingram MicroD and Merisel representing
37% and 9%, respectively, of the Qo1-1 total USSMD accounts receivable balance and 13% of the
consolidated accounts receivable-collectible balance.
Aging _Summary

Retail USSMD $ 66.1 $ 451 $17.6 $ 20 S

14
Intemational 112.9 £8.2 222 26 139
Worldwide Retail 179.9 1133 39.8 BUIX 153
OEM Domestic 13.3 4.4 1.7 3.9 33
Intemational _aul 2413 e 02 9.1
Worldwide OEM 444 283 w2 -4l 13,0
Other 18 21 1 1.0 -390
Accounts Receivables-Collectible 231.2 $143.9 §403 $15.7 $31.3
Aging Percentages 62% 11% 1% _l=4‘7a
OEM GAAP Adjustment 14.3
Sales Returns Reserve (21.4)
Reseller Rebates 11.4)
Allowance 9.0
Accounts Receivables-Net 5172.6
Total Quarterly Net Revenues §369.4
Days Sales OuLsunding(l) 563

I

(1) Calculation uses "Accounts Receivable - Collectble” divided by “Total Quarterly Net Revenues” times 90.
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Inventories

Total inventories at the end of Q91-1 were $58.4 million. This represents a 5% increase from Q50-4.
Consolidated days inventory on hand (calculated based on past three months product costs) decreased to 90
days from 99 days at the end of Q90-4. The change represents the fact that revenues increased 10%, while
inventory increased only 5%. Inventory by locations was as follows (in millions):

September 30 June 30

Puerto Rico ) s 06 $ 03 $03

Ireland ’ 3.5 2.1 0.8

Campus North 26.2 243 1.9
Sub Warchouses 28.1 283 £0.2)

$58.4 $55.6 $2.8

= _ f=——1

Segregated between raw materials, finished goods and allowances, our inventory was as follows (in
millions):

September 30 June 30 Change
Raw materials $19.0 $18.8 $0.2
Finished goods 17.1 10.8 6.3
Allowances {12.4) 114 2.0
Domestic Inventory (CN and PR) 231 16.2 S35
Raw materials 0.7 0.9 {0.2)
Finished goods 3.6 6.2 (2.6)
Allowances 02 0D S0.5)
JCON Inventory (CN) 31 64 £33
Raw materials 6.4 5.6 0.8
Finished goods 30.6 29.8 0.8
Allowances (5.4} (4.4) 0.0
Intemational Inventory a6 31,0 06
Consolidated Inventory §58.4 $55.6 $2.8
Raw matcrials 26.1 25.3 0.8
Finished goods 513 46.8 4.5
Allowances (19.0) (16.5) £2.5)
Consolidated Inventory - $58.4 §$55.6 $2.8

I
I
u

The increase in domestic finished goods is primarily due 10 the $4.6 million increase in Mice inventories, as
well as significant increases in Windows Excel ($500,000), PC Works ($303,000), Windows ($235,000)
and Windows PowerPoint (§229,000). These increases werc partially offset by decreases in Book
($325,000) and DOS ($157,000) inventories. Mice inventories continue to build in preparation for the busy
holiday scason. Windows applications inventory was increased in response to demand. PC Works
inventory has also been increased due 1o a special promotion during Trimester 3. The increase in Windows
3.0 inventory deserves notc. At the end of Q90-4, Windows inventory was very low due 1o the strong
demand following its release. The Q91-1 inventory of Windows, although higher than in Q90-4, is
significantly Jower than it has been throughout the quarter. Due to a pending software modification (version
3.0a) we have stopped building Windows and are clearing out existing inventory. ICON finished goods
inventory decreased $2.5 million due to a concerted effort to reduce inventory levels. The iniemational
subsidiaries' Jocal currency inventories are translated into US Dollars using the current exchange rate at
quarter end. During Q90-1, subsidiary inventory levels actually decreased from Q90-4. The decrease was,
however, offset by the translation effcct of the weakening dollar,
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Days’ Supply in Ending Inventory

{Based on Three Month Average Product Costs)
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Property. Plant and Equipment

Net property, plant and equipment increased $51.4 million in Q91-1 10 $376.8 million from $325.4 million
at June 30, 1990. Property, plant and equipment at September 30, 1990 and June 30, 1990 consists of the
following (in millions):

Land $ 1034 $85.5 - $118
Buildings 122.4 109.0 13.4
Leaschold improvements 22.7 174 ’ 5.3
Furniture and equipment 46.8 41.7 5.1
Computer equipment 1659 1487 202
. 461.2 3993 61.9
Accumulated depreciation (84.4) 039
Net $376.8 $3254 $51.4

[ — i ——4

The increase in 1and was primarily due to the expansion at Corporate Campus for Phase 9 ($14.7 million)
and Phase 10 ($1.5 million), and the affect of translation on the London land ($1.7 million). The increase
in buildings primarily results from construction on Corporate Campus buildings 16 and 17 ($3.0 million
each) and construction in Microsoft England (S4.2 million) and Microsoft Ireland ($2.5 million). Leasehold
improvements increased at Ridgewood ($1.8 million), Pucrto Rico (51.1 million), Charlotte ($1.0 million),
Corporate Campus ($393,000), and the subsidiarics ($989,000). The increase in furniture and equipment
represents telecommunications equipment ($2.0 million), Puerto Rico ($826,000), additions in domestic
furniture ($434,000), manufacturing equipment ($235,000) and the subsidiaries ($2.2 million). Computer
equipment experienced another quarer of growth. The following table and chart summarize the gross and
net additions during Q91-1 (dollars in millions):

Quantity
ersonal Compute Purchesed Cest
Compagq 386 computers 831 s$71
Northgate computers 182 1.1
Compaq 486 computers 27 1.1
IBM PS/2 computers 97 1.0
Apple computers 129 0.8
Other personal computers 68 03
Subtotal 1,384 11.4
Ot 'omputer Equipme

Subsidiaries 6.5
Corporate networking equipment 1.7
VAX equipment 0.8
Disk drives 171 0.5
Printers 110 0.4
Additional memory 0.3
Other 02
Gross sdditions 21.8
Retirements 4.8
Net additions | $20.2

I

Computer
Additions
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Other Assets

During Q91-1, other assets decreased $4.1 million to $55.9 million from $60.0 million as of June 30,
1990. Other assets at September 30, 1990 and June 30, 1990 consists of the following (in millions):

. Sep. 30 Jun 30 Change
Intellectusl property rights - net S15.4 " $19.9 $(4.5)
Long-ierm investments 24.8 26.5 (1.7
Miscellaneous 152 136 21

- $55.9 $60.0 @D

. ——3

The $4.5 milliori decrease in intellectual property rights resulted primarily from Q91-1 amontization ($2.5
million) and purchase price adjustments for Project ($2.1 million) and SoftPrint ($149,000). The $1.7
million decrease in long-lerm investments was comprised of additional reserves for non-performing
investments ($2.9 million) and amontization of the Company's investment in SCO ($500,000), offset
primarily by the reclassification of 2 Uniroyal Plastics IRN to non-performing investments ($1.6 million).
Miscellaneous Jong-term assets increased primarily due to additional funding of the Company's directors

and officers trust fund ($3.8 million), less the reclassification of the Forethought NOL carry forward ($1.9
million) reducing income taxes payable.

Current Liabilities

During Q91-1, current liabilities increased $26.3 million to $213.1 miltion from $186.8 million at June 30,
1990. Income taxes payable experienced the largest increase ($15.6 million), the result of Q91-1 eamnings.
Accounts payable also grew significantly ($15.5 million), largely because of increased purchases of raw
materials ($7.8 million) and additional marketing accruals (§6.4 million). Notes payable increased by $3.5
million because of borrowings on subsidiaries’ credit lines ($4.9 million), less reductions in hedging
activity borrowings ($1.4 million). The above increases were partially offset by a decrease in customer

gdeposits ($10.1 million) due primarily to comrectly reclassifying rescller rebates 10 reductions to accounts
receivable.

Stockhg. iders’ Equity

Stockholder's equity increased $71.9 million during Q91-1 to $990.4 million from $918.5 million at June -
30, 1990. Retained eamings increased $43.9 million, the net result of Company eamings for the quarter of
$87.6 million, less $43.7 million buy back of 724,000 shares of Company stock. Common stock and paid
in capila! increased $23.2 million, the result of stock issued in connection with Company stock option and
ESPP programs ($18.2 million) and the Company's estimated tax benefit relating to NQSO transactions
(56.4 million), less an additional amount for the stock buy back program ($1.2 million). Additionally, there

was 2 $4.8 million favorable foreign currency translation adjusiment resulting from the dollar weakening
during the quarter against the permanent investments in our subsidiaries.
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Consolidated statements of income (unaudited) compared with the prior year for the quarter ended June 30,
1990 and 1989 are presented below (in millions).

1990 1989 Change %
Net revenues $27.0 100.0% $19.3 100.0% 40
Cost of sevenues A2 . 415 19 409 . 42
Gross profit 15.8 58.5 11.4 59.1 39
Operating expenses za 655 13.9 221 27
NETLO0SS $ (19 __('_7__9)% S_Q.;-E) {13.00% 24

i ) ndith

Consolidated balance sheets (unaudited) as of June 30, 1990 and 1989 and a consolidated statement of cash
flow for the quarter ended June 30, 1990 are presented below (in millions). ’

June 30 June 30 Year Yeur%o
1920 1989 Change Change
Current asscts $34.8 $26.9 $7.9 29
Fixed asscts 131 16.6 as (21)
TOTAL ASSETS $41.9 %éé $4.4 10
Current liabilities $30.1 $17.6 $12.5 71
Long-term liabilities 4.5 4.4 0.1 2
Stockholders' equity 133 215 8.2 (38)
TOTAL LIABILITTES & EQUITY $47.9 $43.5 5 44 10
0904
Cash from operations §(1.8)
Cash from financing-nct 4.3
Cash used for invesiments (K1)
Net change in cash and short 1erm investments 1.6
Cash and short-term investments at beginning of period ° 6.9
Cash and short-term invesiments at end of period $8.5

SCO indicates that it reporied a profit of approximately $100,000 for the quarier ended Steptember 30,
1990, although this may have involved some "reserve” management.

We are amortizing our investment in SCO at $500,000 per quaner. At September 30, 1990 our
unamortized investment in SCO was $17.4 million,
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The contribution to net revenues and operating income for Q91-1 on a channel of distribution basis was as
follows (in millions):

Variance
N - | E—— —Po Percentage
Net Revenues
USSMD $128.1 34.7% $101.7 33.4% 26
Internstional Finished Goods 1650 e § 1193 391 39
Warldwide Reudl 2231 194 2208 3 3
Domestic OEM 29.7 8.0 35.1 11.5 15)
Internationa} OEM 380 ~103 382 126 1)
Worldwide OEM 612 ~183 133 241 8)
Other 86 —23 104 34 an
Total $369.4 100.0% $304.5 100.0% 21 '
Al _ PBm
Income . Percentage Income _Percentege
(Loss) Total  Revenue (Loss) Total Revenye Vagance
Openting Income (Loss)
USSMD § 40.2 32.7 314 $17.7 30.6 17.4 $22.5
Int] Finished Goods 604 49,] 36.6 11.4 30,)  14.6 430
Worldwide Retal 100.6 818 343 351 607 159 65.5
Domestic OEM 13.4 109 45.1 18.6 322 53.0 52)
Internations! OEM 239 19.4 62.9 222 384 58.1 A2
Worldwide OEM 313 30,3 5.1 40.8 106 557 3.5
Other 4 021 - SgRy 0 6L - a2
Total §123.0 1000 333 $51.8 100.0  19.0 $652
MS 01640
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Channel Reportl:;g

Quanterly revenue by channel of distribution for the past three plus years is as follows (in millions):

Q91-1 Qs1-2 Q91-3 QY1-4 FY 1991
Dollars Percemt  Dollars Pereent Dotlers Percent Dollars _Percent
USSMD 128.1 34.7 ’ 1281 34.7°
Int] Finished Goods  165.0  44.7 165.0 447
USOEM 29.7 8.0 29.7 8.0
Int1 OEM 38.0 103 . 330 103
Other 86 _23. 86 _2d
369.4 100.0 369.4 100.0
— _— ——— [ ——
QY0.1 Q90-2 Q90-3 Q90-4 FY 1990
Dollars_Percent  Dollars Percent Dollars Percent  Roliare Poreent
USSMD - 79.5 33.8 97.5 32.5 783 252 103.0 30.6 3582 303
Intl Finished Goods  80.2  34.1 123.0  40.9 142.5 458 146.8 43.6 4925 4l.6
US OEM 352 15.0 319 106 45.0 145 39.2 1.6 1513 128
Intl OEM 352 15.0 419 139 384 124 40.3 12.0 1558 132
Other (X 22 6.1 20 61 22 11 23 256 22
2352 100.0  300.4 100.0  310.9 100.0 337.0 100.0 1.183.4 100.0
1 k——— _ F—— — —— ————3 _ — ——1
Q89-1 Q89-2 Q89-3 Q89-4 FY 1989
1 Dollars  Percent  Dollars Percent Dollars_Percent
USSMD 62.6 35.5 59.8 285 438 222 65.1 29.6 2313 28.8
Intl Finished Goods  57.6  32.7 824 393 79.6 404 79.2 359 2987 372
USOEM 227 129 27.4  13.1 324 164 32,5 14.8 115.0 143
Int1 OEM 28.6 16.2 362  17.2 36.0 183 387  17.6 139.6 174
Other 49 _28 41 29 52 26 43 21 _189 _24
176.4 100.0 209.9 100.0 197.0 100.0 2202 1000  803.5 100.0
—— f—————— — —_— ———3 ]
Qs88-1 Q88-2" Q88-3 QB88-4 FY 1988
! ce Dollars_ Percent  Dollars Percent  Dollers Percent Dollars_Percent
USSMD 30.6 29.8 54.1 347 $3.3 32.9 51.1  30.0 189.0 320
Inrl Finished Goods  31.8  31.0 49.0 314 §5.4 342 66.1 38.8 2023 342
USOEM 219 213 31.5 202 26.0 16.1 231 135 1025 173
Intl OEM 144 140 179 115 ..222 137 25.4 149 799 135
Other 39 38 34 22 S0 3.1 48 28 171 29
102.6 1000 155.9 100.0 161.8 100.0 1705 1000 5908 100.0
' MS 0164053
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. USSMD
The Q91- ingi for USSMD follows (in millions):
; Actusl - Plan Variance

Net yevenues ’ $128.1 100.0% 51017 100.0% 5264
Cost of revenues . 28.7 224 24.5 24.1 {4.2)
Operating expenses 33.8 264 32.3 31.8 (1.5)
Allocations - Research and development 14 11.0 15.8 15.5 1.7
Allocstions - Sales and marketing 9.1 7.1 . 9.4 9.2 03
‘Allocations - General and administrative 22 11 20 20 FOva
Burdened operating income 5,402 314% . $ 117 17.4% . $22.5

USSMD started off the new fiscal year with record setting quarterly net revenues. Net revenues of $128.1

million were 26% above plan of $101.7 million. USSMD revenues by product group for Q91-1 were 28
follows (in millions): :
Actyal e Plan Vartance
Applications S 812 63.4% § 664 65.3% $14.8
SPAG 25.7 20.1 - 143 14.1 11.4
Systems 20.9 16.3 213 21.0 0.4)
Languages 7.4 5.8 5.1 5.6 1.7
Adjusiments L5.6) 623 60 L09)
Net Revenues S128.1 100.0% $101.5 100.0% S}’__ﬁ_;_é
1n terms of pross revenue generation, the channel's ten leading products (compared with plan) for the
quarter were as follows (units in thousands, dollars in millions):
Actyal ] Plan Yariange

Acwal Plan  Product Units Revenue Units  Revenue

b} 1 Mouse 284.6 §$ 255 167.5 $13.8 $11.7

2 4 Win Word 91.2 169 . 45.1 9.5 7.4

3 2 Win Excel 4.0 - 15 52.0 11.7 34

4 5 Windows 150.7 103 129.9 9.1 1.2

5 6 Mac Word 53.4 8.2 50.9 1.6 0.6

6 3 Windows Updates 153.6 6.4 260.0 104 (4.0)

7 7 Mac Exctl 33.4 6.2 38.2 6.9 0.7)

8 8 PC Word 29.7 5.2 35.2 5.9 (0.7)

9 9 Mac Office 9.6 4.5 10.9 4.8 {0.3)

10 10 PC Works 41.6 a4 53.6 42

§102.7 $83.9 si8.8

Percent of USSMD's net revenues 80% ' 82%

Following on the heels of Q90-4's Windows 3.0 introduction, Q91-1 kicked off the year of GUL
Exploiting the sockets created by Windows 3.0, Mouse, Win Word and Win Excel all showed incredible
growth, combining to represent 85% of USSMD's revenue variance. The Microsoft Mouse was the largest
revenue generator with gross revenues of $25.5 million, 85% above plan, and accounting for 20% of
USSMD gross revenues. Win Word revenues of $16.9 million were 78% above pudget. Win Excel
revenues werc $15.1 million compared 1o plan of $11.7 million. Windows 3.0 continues 10 show strong
demand with sales of $10.3 million, 13% above plan. Windows 3.0 Update revenue of $6.4 million
missed plan by $4.0 million. Product marketing attributes this shorifail 1o higher than planncd sales in Q90-
4 at the expense of Q91-1.

. . MS 0164054
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USSMD

During Q91-1, salesto Distributors/Franchisors ($68.5 million) and Contracted Dealers ($37.1 million)
represenied 78% of gross revenue.. Value Added Resellers represented 5.8% of USSMD revenue.
Discounts to Value Added Resellers were negatively impacted by special pricing o IBM for Windows 3.0,
Win Word, and Excel in accordance with ACIS pricing. End User revenue of $6.8 million, accounted for
5.1% of USSMD gross revenue, consisting primarily of Windows 3.0 Updates ($2.7 million), Pro €60
Updates ($1.0 million), and Windows 3.0 SDK Updates ($506,000).

accounted for 3.9% of USSMD gross revenue. This amount represents
institutions. ‘Total Education channel revenue (including AED revenue,
ACIS) was $16.2 million. Revenue from the Government channel was $3.1 million ($2.6 million through
Government Distributors and $528,000 in direct sales 1o state and Jocal govemmenis), compared 10 $1.6
million for Q90-4. Our first fiscal quarter is typically the highest Govenment revenue quarter of the year as
agencies attempt to spend budgeted funds prior to the end of their fiscal yeass. This amount ($3.1 million)
does not include Desktop HI (Unisys) revenue which is recognized in the Domestic OEM channel. USSMD

only our direct sales to cducational
imbedded in distribution, and IBM

s Tev s v S were as follows (in millions): .
091-1 090-4
Sales % Discount % Sales % Discount %
Distributors/Franchisors S 685 50.6 46.3 § 43.1 46.0 - 46.1
Contracied Dealers (LVRs/
Major Chains) 37.1 27.4 43.2 36.7 35.1 43.1
Value Added Resellers 7.8 5.8 $9.0 0.5 0.5 3s5.8
JEnd User 6.8 5.1 32.2 10.2 9.8 307
Corporate Accounts 6.1 4.5 45.5 35 34 45.1
Education 5.3 3.9 45.7 3.5 34 504
Government 3.1 2.3 44.2 1.6 1.5 45.6
Other 0.5 02 5.5 g4 L3 M3
* Gross Revenues §135.2 100.0%  45.8 $104.5 100.0% 44.2
Sales to the top 10 customers, by quarter, for the past five quarters were as follows (in millions):
Ingram/Micro D S 397 $28.2 §25.2 $29.7 $20.0
Merise! 23.1 14.6 10.0 19.7 12.5
Egghead 12.0 18.1 9.9 13.0 73
IBM 7.7 0.4 0.7 8.9 7.0
Software Spectrum 6.7 2.9 2.1 1.9 29
Soft Warchouse 4.1 3.1 1.1 - -
Corporate Software 4.0 2.8 3.2 4.1 1.6 -
Computerland 32 3.8 2.6 3.9 2.6
Softmart 2.7 1.5 - 1.7 0.9 1.0
Businessland 23 22 36 28 28
$105.5 $71.6 $60.1 534.9 551
Percent of Gross Revenue 8% 74 73% 81% 69%

I
I
|

Rebates were 5.2% of net revenues ($6.6 million), versus planof 5
variance is due to the fact that actual sales mix was shified slightly more towards Distributors, which have
lower rebates, than was anticipated in the plan. Distributors and Franchisors may eam rebates by
maintaining a 30-day stocking level for 28 key Microsoft products, thus anempting 10 ensure an adequate
supply of Microsoft product in the sales channel. Rebates for LVRs and Major Chains are eamed primarily
by auaining a predetermined intenal market share for specific products based on sell-through (versus

5% (55.6 million). The percentage

SO
38

Education revenue of $5.3 million -
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USSMD

_ competitive products) for the individual reseller. This is designed 10 generale a consistent sell-through of
product (not sell-in), striving to prevent excessive inventories. .

Cost of fevenues, as a percentage of net revenuces, was 22.4% compared 10 plan of 24.1%. Actual cost of
revenucs consisted of 18.9% product costs, 0.5% royalties and 3.0% allocation of manufacturing and
distribution costs; whereas budgeted cost of revenues consisted of 18.2% product costs, 0.7% royalties and
5.2% allocations. The gross margin for Q91-1 was 77.6% compared to plan of 75.9%. USSMD's gross
profit margin for the last five quariers follows:

Q911 77.6%
Q904 16.6%
Q50-3 72.1%
Q90-2 . 73.9%
Q901 70.6%

Product costs were 18.9% versus plan of 18.2%. This unfavorable variance is primarily due to product
mix. SPAG, which has the highest product costs, represented 19.0% of USSMD's gross revenue versus
plan of 13.3%. In addition, Applications experienced unfavorable product cost variance. As the table
below illustrates, Applications had a composite product cost 11.8%, compared to plan of 11.0%.

Actual —Budest .

Sales Weighted Sales Weighted

. Mix%&  Cost% Cost % Mis& Con% Conk

Applications 60.1% 11.8% 1.1% 61.6% 11.0% 6.8%
SPAG 19.0 34.7 6.6 133 35.6 4.7
Languages 5.5 144 0.8 5.3 15.1 0.8
Multimedia 0.0 10.5 0.0 0.1 15.2 0.0
Sysiems 54 22.0 34 24.6 49
Product Cost - Gross 100.0% 17.9 100.0% 17.2
Effect of Adjustments 21056 1060

Product Cost - Net 18.9% 18.2%
f—— —

Applications’ product costs were 11.8% of revenue compared to plan of 11.0%. This variance is due 10 a

combination of lower than forecasted revenues for the high margin MLPs, higher than planned revenue
from the education channel (including deeply discounted IBM ACIS revenue), and unbudgeted revenue
from the relatively lower margin Works/Mouse bundle. SPAG product costs were 34.7% of revenue

gompared to plan of 35.6%. This favorable variance is primarily due to slighlly lower than planned product
costs on all Mouse products and sales mix, which favored our established SKUs over the lower margin
Naked Mouse. Languages® product costs were 14.4% of revenue compared to plan of 15.1%. This

favorable variance is primarily due to higher than planned sales of high margin C Compiler. Systems'
product costs were 22.0% of revenue compared to plan of 24.6%. This favorable product cost variance is
arributable to Windows 3.0 sales mix. Full product revenues experienced higher than planned sales, while
the lower margin update fevenue was below plan.

Royalty expense of $656,000, 0.5% of nct revenue, was below plan of $724,000 and 0.7%. The variance
is primarily due to lower than planncd sales of Mac Works and Flight Simulator. Allocations of
manufacturing and distribution costs of 3.0% ($3.9 million) of nct revenucs, were well below plan of 52%
(55.2 million). Lower than planncd rework and hardware tooling charges, along with favorable inventory

MS 0164056
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USSMD

variances, were responsible for the majority of the favorable variance. The percentage variance also reflects
the fact that Campus North's operating expenses are relatively fixed, while revenue exceeded plan by 26%.

Qperating_expenses of $33.8 million, 26.4% of net revenues, were $1.5 million over a planned §32.3
smillion, 31.8% of net revenues. Marketing expenditures were $9.3 million compared 1o a plan of $11.3
million. The variance was primarily due 10 the slippage of planned marketing programs for Word
($723,000 all platforms), Mail ($179,000), Works family ($122,000), Sinker ($129,000) and smaller
variances for several other products. These variances reflect the inherent difficulty in predicting marketing
spending and are expected 1o tum around in fuwre quaners. In order to cushion the effect of this
surnaround, and other planned marketing programs, an accrual of $4.6 million was made in Q9i-1. Ductlo
Jower than planned headcount, favorable variances also exisied in all employee-related expenses.

Allocations 1o USSMD were $25.4 million, 19.8% of net revenues, compared 1o a plan of $217.2 million, or
26.7% of net revenues. Every expense allocation was under budget with the exception of Legal ($173,000) .
and USSMD Sales and Marketing ($141,000). The Legal variance represents USSMD's allocation of an
increase in the litigation reserve. The USSMD allocation was created this year 1o properly relieve USSMD
of expenses incurred for the benefit of the US Networks channel. The variance refiects the fact that
USSMD operating expenses which are subject to allocation, were below plan.

For Q91-1, USSMD set a record with burdened operating income of $40.2 million (31.4% of net rcvenues)
compared 10 a planned income of $17.7 million (17.4% of net revenues). Strong Q91-1 sales, lower than
planned cost of revenues, operating expenses and allocated expenscs (as a percent of net revenuc) combined
for an extremely profitable first quarter.

MS 0164057
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The Q91-1 mmmmmzmﬂm for International Finished Goods follows (in

millions):
—Actual —rn
Net revenues $165.0 100.0% $119.1 100.0% $45.9
Cost of revenues 39.2 23.8 315 26.4 a.7n
Operating expenses 38.0 23.0 39.1 2.8 1.1
Allocations - Research and development 238 14.5 27.7 23.3 3.9
Allocations - Sales and masketing . 2.0 12 23 1.9 0.3
Allocstions - General and sdministrative 16 09 A 05
Burdened operating income §_ 604 36.6% 174 14.6% $43.0
Intemational Finished Goods evenues by prosiuct group for Q91-1 were as follows (in millions):
—llan
Applications $ 99 60.5% § 814 68.4% $ 185
Systems 37.1 22.5 185 15.5 18.6
SPAG 217 13.2 13.6 11.4 8.1
Languages 2.7 4. 6.6 5.6 1.1
Other 0.4 0.2 0.1 0.1 0.3
Adjustments (18 1.1 0.7
. $165.0  100.0% $119.1  100.0% $45.9
The Intemnational Finishcd Goods channcl's Jeading product families for the quarier were as follows (in
millions):
Actual Pian Revenue
1 1 PC Word 66.1 $22.8 68.6 $204 - 12
2 3 Serial/Bus Mouse 187.3 20.3 1333 12.0 69
3 2 Win Excel 45.6 18.3 49.6 15.3 19
4 5 Win3 159.6 17.1 73.3 7.9 117
5 4 WinWord 314 12.9 29.2 10.0 29
6 [ Packaged DOS 163.4 9.9 116.1 7.6 31
7 7 PC Works 80.7 9.4 64.8 7.4 28
8 - Win 3 Updates 95.3 §.6 14.1 0.9 605
9 8 Mac Word 219 5.2 19.7 5.0 4
10 9 Mac Excel 16.3 a5 19.3 50 (10)
§127.0 Sg_;_._.’g
Percent of net revenues 1%

* Plan: #10 PC Multiplan (83.0 million)

International Finishcd Goods activities are primarily those of wholly-owned subsidiaries. Translation of

. foreign currency denominated financial statements into U.S. Dollars affects comparisons 10 plan by
increasing actual amounts if the U.S. Dollar is weaker than planned and, conversely, by decreasing actual
amounts if the U.S. Dollar is stronger than planncd. During Q91-1 the U.S. Dollar was weaker than
planned against all currcncics cxcept the Korean Won.

4]
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The mm_(_mmwmmm and the related percentages of variance for

Q91-1 are as follows:

Currency Actugl_Rate Variance %
British Pound 1.85974 1.66667 11.6
Swedish Krona 17147 16287 5.3
Deutsch Mark 62171 58480 7.3
Swiss Franc 14917 65789 13.9
French Franc 18728 17361 1.9
Dutch Guilder 55725 52632 5.9
Italian Lira .00085 00079 1.6
Spanish Peseta 01015 00911 114
Canadian Dollar 86610 85470 1.3
Korean Won 00141} 00143 (1.2)
Australian Dollar .80606 73500 9.7
Japanese Yen .0b689 .oouo 1.1
Irish Pound 1.68530 1.56250 7.9

Intemnational Finished Goods Q91-1 net revenugs

million and comprised 45% of the Company's total Q91-1 nét revenues.

variance was the combined result of a $34.7 million favorable operauon v

favorable exchange rate variance, Actual and planned
each consolidating unil are shown in the schedule below.

of $165.0 million were 38% more than a planncd $119.1
This $45.9 million favorable
anancc and a $11 2 million

of

Net Operations  Exchange Rate
! —Actual _ —Flan___ .}:nﬂun Yerisnce

MS LTD (England) $168 10.2% S 118 9.9% 5.0 § 33 s 17
MS AB (Nordic Region) 12.2 1.4 7.3 6.1 4.9 43 0.6
MS GmbH (Germany) 377 228 26.8 225 10.9 8.3 2.6
MS AG (Switzerland) 4.8 2.9 4.2 3.6 0.6 (0.1) 0.7
MS SARL (Francc) 380 23.1 242 203 13.8 11.1 2.7
MS BY & NV (Benclux) 71 4.3 4.9 4.1 2.2 1.8 0.4
MS SPA (laly) 53 35 44 3.6 1.4 1.1 03
MS SRL (Spain) )2 07 A2 e — 0.2) 02

. 1236 348 g8 21 A4 2.6 22
MS INC (Canada) 10.7 6.5 7.9 6.5 2.8 2.6 0.2
Mezxico 1.4 0.8 1.5 1.3 (0.1) (0.1) -
Brazil 2.2 1.4 2.7 23 (0.5) (0.5) -
Venezuela 0.2 0.2 0.2 0.2 - ' - -
AIME (AfricaIndia/Mid East)  _16 _10 d 12 L2 02 —_

' J61 99 137 13 24 22 22
FAR_EAST .
MS CH (Korea) 0.6 0.3 0.6 . 0.5 - - -
MS TC (Taiwan) 0.2 0.1 0.9 0.8 ©.7) (0.7) -
Redmond Taiwan 0.9 0.6 0.2 0.2 0.7 0.7 -
Asis Pacific 0.6 0.4 0.5 0.4 0.1 0.1 -
Singapore 1.0 0.6 0.6 0.5 04 0.4 -
MS PTY (Australia) 13.1 19 935 8.0 36 24 12

64 99 123 104 41 2.8 12
MS KK (Japan) 82 _49 Al 6.8 01 0.5 L6
Other Redmond 01 04 02 02 05 05 —_—
Total Non-Europe ~Ald 28] 343 289 AR -5 20
Total $165.0 100.0%  S119.1 100.0% $459 - S347 $11.2
MS 0164059
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Intemational Finished Goods

The channel's total cost of revepues was 23.8% of net revenues for Q91-1, compared  with 2 plarined
26.4%. As a percentage of net revenues, product costs were 18.3% versus 8 planned 17.7%. The actual
and planned product cost pecentages for Q91-1 of the four principal product groups were:

Actual Plar __

Sales Weighted Sales Weighted

Applications © 59.5% 12.9 7.1% . 67.6% 13.0 8.8%
SPAG 131 . 336 4.4 11.3 384 4.3
Sysiems 22.3 21.2 4.7 15.4 20.8 3.2
Languages 4.6 23.1 1.1 5.5 19.5 1.1
Other s 40.7 02 02 94.8 01

Product cost - gross 100.0% 18.1% 100.0% : 17.5%
Effect of revenue adjustments 21011 51010

Product cost - net 18.3% 17.7%
| ————3 - —— 1

The overall sales mix of the various product groups had an unfavorable effect on the composite product cost
percentage. Basically, the channel experienced a shift in sales mix from Applications, which has the lowest
product cost percentage, 10 Sysiems and SPAG. On an individual product group basis, SPAG was
considerably under plan (33.6% vs. 28.4%), Applications was essentially on plan (12.9% vs. 13.0%).
Systems was slightly over plan (21.2% vs. 20.8%), and Languages was fairly significanily over plan
(23.1% vs. 19.5%).

As a percentage of net revenucs, non product costs (manufacturing variance, inventory adjustments, freight,
shipping and other, royaltics and allocations from Ireland and Campus North) were under plan by 3.2%
(5.5% compared to 8.7%). The significant component was a pick up of 2 4% in manufacturing variance.
The planned manufacturing variance was an allowance in the event lower than planned MLP sales skewed
product costs upward relative 1o salcs.

. Intemational Finished Goods gperating expenses in Q91-1 of $38.0 million, were $1.1 million less than the
planned $39.1 million. This variance was the combined result of a $3.6 million favorable operations
variance and a $2.5 million unfavorable exchange rate variance. The actual and planned operating expenses
for Q91-1 charged to the channel by the subsidiaries and Corporate headquarters are as follows (in”
millions): '

Net Operations Exchange Rate
Actupl Plan Yariance Veriance Variange
EUROPE .
* MS LTD (England) $50 S45 s (0.5) $ - S (09
MS AB (Nordic Region) - 3.1 3.6 0.5 0.7 (0.2)
MS GmbH (Germany) . 8.0 8.2 0.2 0.8 (0.6)
MS AG (Switzesland) 1.1 1.6 0.5 0.6 {0.1)
MS SARL (France) 6.6 7.4 0.5 1.0 (0.5)
MS BV & NV (Benclux) © 1.6 1.7 .1 0.2 (0.1)
MS SpA (luly) 1.1 1.5 0.4 0.5 (0.1)
MS SRL (Spain) _Dbé _06 = _— —_—
211 28.8 2 AR @
1CON
MS INC (Canada) 24 23 (0.1) (0.1) -
Mexico 0.4 0.5 0.1 0.1 -
Brazil 0.9 0.9 - - -
Venczuela - 0.1 0.1 0.1 -
ADME 03 093 _02 02 —_
40 43 03 02 -
. * MS 0164060
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Intemational Hnlsh;dcoo:k
Net Operations Exchange Rate
Actual Plan Yarisnce Yarlance
FAREAST )
MS CH (Korea) 0.2 0.3 0.1 0.1 -
MS TC (Taiwan) 0.1 0.3 0.2 0.2 -
Taiwan Redmond 0.1 - (0.1) (0.)) -
Asia Pacific 0.1 0.2 0.1 0.1 -
Singapore 0.1 0.2 0.1 0.1 -
MS PTY (Australia) 26 24 L0 —_ 02
32 24 02 04 £0.2)
MS KK (Japan) 24 24 — 22 (02)
Redmond Operations 13 02 AL [sRY) —_—
Toul B X s39.1 . s kL ek

General underspending by the European subsidiaries contributed to the $3.6 million favorable operations
variance, as did a $1.0 million underspending on marketing campaigns. However, a marketing accrual was

made during Q91-1 on the Redmond Operations

financials to offset the subsidiaries' marketing

underspending. ‘The operating expense Tine items with the largest variances were as follows (in millions):

Plan  Marisnce
Payroll $10.4 $11.2 $0.3
. Market development 0.3 0.9 0.6
. Travel and entertainment 1.8 2.4 0.6
Marketing 11.1 11.7 0.6
Marketing scerval 1.0 - (1.0)
Bad debt 1.0 0.7 (0.3)
All other 124 12.2 Q2)
ST TR R

)

Pereent
7

67
25
5

@)
3

Actual allocated expenses were $27.4 million compared to a plan of $31.1 million. The most significant
contributions were favorable variances from Intemational R&D (localization) of $1.9 million ($7.0 million
vs. $8.9 million), Applications development of $1.0 million ($11.4 million vs. $12.4 million), and

Systems development of $455,000 ($2.6 million vs. $3.0 million).

The channel's Q91-1 burdened operating income of $60.4 million was 246% more than 2 planned $17.4
million and was 49% of the Company's total burdencd operating income. All elements of International
Finished Goods' profit model experienced favorable results during Q91-1. Specifically, net revenues
exceeded plan by $45.9 million, cost of revenues as a percentage of pet revenues were 23.8% compared
with a plan of 26.4%, and both operating expenses and allocated expenses were less than plan ($1.1 million
and $3.7 million respectively). As a result, burdened operating income of $60.4 million exceeded plan.

44
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Domestic OEM
The Q91-1 gondensed burdened operating jncome stalement for Domestic OEM follows (in millions):
—Actunl —rlan

Net revenues $29.2 100.0% $35.1  100.0% $(5.4)
Cost of revenues 3.9 13.1 2.4 6.9 (1.5)
Operating expenses 3.4 11.5 s 10.0 0.1
Alloestions - Research and development 7.2 24.3 8.9 25.4 1.7
Allocations - Sales and markeling 1.1 3.3 13 3.5 0.2
Allocations - General and administrative 07 23 04 12 03}
Burdened operating income $13.4 45.1% sg;_s $3.0% Ss 5.‘2?
Domestic OEM _revenues by product group for Q91-1 were as follows (in millions):
Systems $26.3 88.5% $25.7 13.2% s 06
Networks 3.1 10.5 2.7 7.6 0.4
SPAG 31 10. 0.6 1.8 2.4
UPB 2.4 8.1 14 4.0 1.0
Xenix 2.2 1.5 2.4 6.8 (8)]
Applications 1.5 5.2 2.2 6.3 7 -
Langusges p2. 08 1 JS R+ 01
Subtotal 38.8 130.6 35.1 100.0 *33
GAAP adjustment @n (3.8 - - @.n
Prepaids adjustment L5.0) (16.8) —_— — [aX1)]
Total $29.7  100.0% $35.1 100.0% $(5:4)
Licensing $32.0 82.5% $30.3 86.3% $17
Packaged product 68 17.8 48 132 290
Total (pre-adjustments) $38.8 100.0% $35.1 100.0% s 3=7
Significant Domestic OEM customers, by product group, for Q91-1 were (in thousands):

Svetems Newworks SPAG uUrp Oher __ Al = Fa_
3Com S 86 $ 970 S - $1.8713 § - $ 2929 7.5% §1.630 4.6%
Zenith 1,523 - 725 485 23 2,756 7.1 2.300 6.6
Compag 3,808 - - (1.338) - 2.470 6.4 2,434 6.9
sCo 182 62 - - 1,584 1,828 4.7 2,075 5.9
American Tc} & Tel 1,005 359 322 221) 198 1,663 4.3 913 2.6
AST 1,408 - 170 - - 1.578 4.1 968 2.8
Unisys 1,203 18 21 (447) 541 1,526 3.9 1,962 5.6
NCR 1,281 91 21 (24) - - . 1,369 35 1,284 3.7
Compuadd 741 - - 423 - 1,164 3.0 1,163 33
Phocenix 1,124 - - - 6 1,130 29 1,000 2.9
Tandon 938 - 98 40 - 1,076 2.8 1,000 2.9
Northgate Comp.. 745 - 308 14 - 1.067 2.7 396 1.1
Gateway 2000 - - 587 472 - 1,059 2.7 834 2.4
Tandy 979 - 44 - 15 1,038 2.7 900 2.6
Commodore 697 - 25 39 195 956 2.5 1,009 2.9
Dell 701 - 19 95 6 821 2.1 790 2.2
Other Customers 9.842 1.632 534 996 1.378 14,382 _31.1 14,408 _41.0
Total §26.263 $3.132 $3.064 $2.407 $3.946 $38.812 100.0% $35.066 100.0%
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Domestic OEM

i vi of $29.7 million were 15% below the planned $35.1 million due to the impact
of the GAAP adjustment (negative $4.1 million) and the establishment of a $5 million reserve for possible
contractual adjustments related 0 prepaid balances. Such adjustments are not budgeted. Absent these
adjustments totalling §9.1 million, revenues of $38.8 million were 119% above the budgeted $35.1 million,
with licensing revenues 106% of plan and packaged product revenues 141% of plan. The top 10 customers

" generated 47% of unadjusted revenue for the quaner.

Revenue from the Systems product group ($26.3 million) accounted for 68% of unadjusted revenue.
Licensing and sale of MS-DOS/Shell ($21.8 million) generated 83% of the Systems revenue, with the
remainder resulting from Windows ($2.7 million), OS/2 ($1.7 million), and Printer Systems ($122,000).
Network product revenue ($3.1 million), primarily LAN Manager, gave fise 10 8% of unadjusted revenue,
and mouse sales ($3.1 million) gencraied an additional 8%. The remainder of the revenue resulted primarily
from unspecificd proguct billings ($2.4 million) and royalties from Xenix ($2.2 million) and Applications
($1.5 million). .

« 3Com- Generated revenues of $2.9 million resulting from a minimum commitment billing. 3 Com
reported $941,000 of LAN Manager against a budget of $905,000 during Q91-1. However, its prepaid
balance continues o build (currently $8.2 million), a situation that will be remedied when an
amendment is signed during Q91-2. This amendment will reduce the Q91-1 minimum commitment by
$2.3 million (sec "GAAP adjustment” discussion) and significantly Jower future minimum

. commitments.

+ Zenith -Hada favorable variance of $456,000 as a result of strong packaged mouse sales (613,000
against a budget of $150,000).

. Compag - Revenues of $2.5 million were at plan. MS-DOS royalties continuc to ramp steadily each
quarter and resulied in revenues of $3.6 million against a plan of $2.4 million. However, Compaq was
able to recoup its OS2 prepaid balance against MS-DOS royaliies in excess of $2.5 million for the
quarter. The favorable MS-DOS variance was further offset by slow 05/2 sales ($179,000 against a
plan of $400,000). Compaq's current prepaid balance is $3.3 million.

« SCO - Had a $247,000 shortfall resulting from below-budget sales of Xenix (§417,000), panially
offset by $144,000 in unbudgeled applications revenue. ’

American Telephone & Telepraph.- The agreement covering sales of product to the FAA that had

been anticipated 10 be executed this quarter has again been delayed and is expecied 10 be signed in Q91-

2. However, strong sales of virtually all products licensed under other agrecments resulted in 2

favorable variance of $750,000. This includes $322,000 of unbudgeted mouse sales.

«  AST - The favorable variance reflects greater than planned royaltics for MS-DOS ($1.3 million versus

. $922,000) and unbudgeted sales of mice ($170,000).

+ 1inisys - Had actual revenues of $1.5 million against a planof $2 million, primarily as a result of its
MS Office applications bundle selling 1,200 units against a plan of 3,300 units. Windows royalties of
$468.000 were also below the planned $600,000.

+ NCR - Reported MS-DOS royaliies of $1.2 million, $385,000 over plan. However, a5 the result of an
amendment, $319,000 of this excess was applied to deccrease their OS/2 prepaid balance.
Consequently, net revenue for NCR of $1.4 million approximated plan.

« Compuadd - Revenues equalled budget. Compuadd began shipping Windows 3.0 this quarter.

«  Phoenix - MS-DOS royalties of $1.1 million caused Phoenix to do slightly betier than the budgeted $1
million. Afier a downtumn in sales resulting from 2 restructuring and move, Phoenix appears to have
regained its marketshare.

+ Northgate Computer - Generated revenue of $1.1 million against a budget of $396,000. Primary
components of the variance were unbudgeted sales of Windows (5363,000) and mice ($308,000),
panially offset by unfavorable variances in OS2 ($45,000) and MS-DOS (594.,000).

. MS 0164063
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